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RICHARD HARDING DAVIS: 1940 EDITION 
PAUL W. WHITE 


A graphic account by the Director of Public Affairs of the Columbia 
Broadcasting System describing the experiences of his staff 
of radio newsmen in war-torn Europe. 


* * * 


ICHARD HARDING DAVIS, America’s prototype of the war 
correspondent, wore khaki puttees and would have been incredulous 
at the thought of carrying a stopwatch. 


On my desk I have a cable from Bill Shirer, who reports war news 
from Berlin for the Columbia Broadcasting System. I don’t know 
much about Bill’s taste in footwear, but I do know that he carries a 
stopwatch. 


Bill’s cable tells me about his broadcast from a German battleship. 
He slipped and broke his watch. “Without a stopwatch,” he wires, “I 
had to proceed by guesswork.” 


That’s pretty much the difference between Richard Harding Davis, 
1898, and Richard Harding Davis, 1940. 


Without a stopwatch a radio reporter in 1940 is lost. If our radio 
newsmen of today can’t keep a check on themselves to the split second, 
literally, they’re about as much use to me in New York as Richard 
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Harding Davis would have been to his managing editor if he had filed 
his despatches by putting them in bottles and dropping them off Morro 
Castle with the pious hope that they’d drift ashore in Battery Park, 
New York. 


In war coverage, or any other news gathering assignment, the 
correspondent has two jobs that require timing. One is being in the 
right place at the right time to see what’s going on. The other is 
getting back to wherever the despatches go out from, in order to get 
the news home on time. 


When one realizes that we have a staff of reporters whose reports 
must be filed, within the second, at pre-set times, from places scattered 
across a war-torn continent, with communications systems already 
strained to bursting with official business, one realizes what a ticklish, 
exciting, unnerving business this is of seeing a war by radio. 


There is an office in the Columbia Broadcasting System’s New York 
headquarters for the Director of Public Affairs. The Director can sit 
in the office and look across a narrow corridor into the specially-built 
news studio, with its glass wall. There’s a large table in the studio, 
and at this table the announcer sits, calling our correspondents abroad 
for their twice-daily round-ups of European news. The Director of 
Public Affairs can see the announcer, and beyond him a large clock on 
the wall. 


On the office wall hangs a loudspeaker. The Director has a tele- 
phone microphone through which he can talk to our boys abroad for a 
few minutes before they can go on the air. He watches the hand on 
the clock, listens to the announcer calling “London,” or “Paris,” or 
“Berlin,” or “Belgrade,” and waits to hear, through the speaker, the 
voice of a man thousands of miles away cut in on cue without a 
moment’s hesitation. 


It makes ‘no difference that the Director may have been talking 
to the correspondents a few seconds earlier. So many things can 
happen in a few seconds. Sudden atmospheric conditions may break 
transmission. A special government communiqué may somewhere take 
precedence. Someone may forget to throw a vital relay switch. A 
power failure; a line broken by wind; an air-raid alarm, although 
these have not as yet been a problem; any or all of these can interfere 
with broadcasting. 
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There are a number of eventualities that may happen at the last 
second to prevent the reporters’ getting to the studio, or even to prevent 
the studios being available. But in spite of all these possibilities the 
reports come through, on the nose, with very few interruptions, and 
those, for the most part, on originations from special points outside 
the regular routined cycle of broadcasts. 


The sunspots created much more havoc in our operations than 
have any events more directly traceable to hostilities in Europe. 


Also on the wall of the Director’s office is a map case: one of those 
wooden cabinets that hang above school blackboards. The maps are 
on rollers and give him a suggestion of the distances involved; as well 
as a picture of where it will be possible to broadcast from. In New 
York, taking advantage of all news sources, the Director is able to get 
an over-all picture of European conditions, and attempt to decide where 
Europe’s next crucial developments will take place. Then he tries to 
set times for the broadcasts; arrange for facilities. The Director is 
in twice daily contact with Edward R. Murrow, CBS European chief, 
stationed in London; and through him he must make contact with the 
other correspondents, arranging with them their broadcast schedules. 
As far as possible CBS tries to arrange its schedules a week in advance, 
but extraordinary events may require extraordinary measures to bring 
them to the public. 


CBS has two regular periods a day for its round-up of trans- 
Atlantic news. One comes at 8.00 a.m., New York time; the other at 
6.45 p.m., New York time. These periods are divided up between the 
correspondents. Each man who is to talk during one of the periods 
must be told the exact second at which he is to cut in, and how many 
seconds he may speak. 


It’s the Director’s job to apportion to each of the men the amount 
of time that the importance of his news warrants. He is a managing 
editor, making up his front page from a distance of thousands of miles. 


In order to do this, he must also arrange for the facilities of the 
broadcasts; so that not only the speakers, but the foreign stations from 
which their talks will emanate, will be prepared to switch in correctly 
at the proper time. 
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I feel that I’m in a position to talk about the heartaches of the 
Director’s job, because that’s my job. 


But all these orders and arrangements, made so far from the scene 
of action, depend for their accomplishment on the staff of men who 
represent us in Europe. These are the stopwatch reporters: the 
gentlemen who must get the news, write their talks, submit them to 
government editing, and then be ready to broadcast on the second, with 
a talk timed to the second. The men who can do this job are the 
Richard Harding Davises of 1940. 


Because of the limited time for their broadcasts our correspondents 
have little opportunity to tell their listeners about the kind of life they 
live. Recent cables from these men have given me my first real glimpse 
of the kind of routine our correspondents lead in a Europe at war. 

Actual broadcasting, explains Eric Sevareid of our Paris bureau, 
is about one-tenth of the job of a wartime radio correspondent. In 
the first place, the correspondent must obtain a number of passes before 
he can do a single broadcast: he requires an identity card, safe conduct, 
censorship pass, police card, war correspondence card, studio pass, in 
addition to driving license, gas coupon, and passport, all of which take 
weeks to acquire, according to Sevareid, and are always having to be 
renewed. : 


Sevareid explains that it is impossible to leave Paris without special 
pass, that phoning outside of Paris is impossible, and all telegrams 
are delayed by censorship. The night that the United States announced 
the trip of Sumner Welles to Europe, Sevareid was returning, exhausted, 
to Paris from the front after a seven-hour train ride. He got the news 
at 9 p.m. Paris time, reached the Quai d’Orsay on the phone, and wrote 
a talk outlining the French reaction to the proposal. 


Then he left home for the radio station. He was unable to find a 
taxi; his car was frozen. He had to walk a mile. When he reached 
the Ministry of Information the censor cut the whole of his projected 
talk. Sevareid rushed to the phone, roused one of the higher authorities 
from bed, and this gentleman was persuaded to persuade the censor to 
pass the material. Then came the walk to the radio station, another 
mile, and Sevareid finally seated himself in triumph before the micro- 
phone. After three sentences the transmitter broke down and not 
another word of his talk reached America. 
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Then there was the night we scheduled a broadcast from British 
GHQ in France. Lesueur, one of our Parisian correspondents, twice 
made trips through snow and rain to the place of the broadcasts, once 
to make arrangements, the second for the broadcast itself. Just as 
Lesueur began talking, the portable equipment went dead. 


But those tales of woe are only a part of the story. According to 
Sevareid, the Paris correspondent begins his day early; reads ten or 
twelve newspapers; arranges broadcast studios with the radio agency 
of the government in accordance with instructions from New York. 
Then he goes to a news conference at the War Ministry, and from there 
to another press session at the Foreign Office on the Quai d’Orsay. By 
this time the evening papers are on.the stands and the correspondent 
must read these to garner the reaction of press and public. Even in 
countries where the press is controlled by the government, reading the 
newspapers intelligently throws an interesting light on the temper of 
the people: for it indicates what the government finds itself obliged 
to tell its people. By reading in reverse, as it were, the correspondent 
can gauge public sentiment and reaction. 


Then the correspondent has his private ‘sources: individuals close 
to the government who will sometimes give him an insight into govern- 
ment policy and thought that he can get nowhere else. Frequently the 
government reaction is not enough, and the reporter will feel that he 
wants to make contact, too, with the average individual, the plain 
citizen. This takes time. 


When he finishes these rounds the evening broadcasts will have 
been on the air. The correspondent must listen to these or, at least, 
have an assistant listen to them and take notes for him. By 9 o’clock 
at night he must settle down to the writing of his talk. Then he must 
time it. 

At last the crucial moment when the correspondent takes his talk 
to the censorship bureau, which, in Paris, is located at a different place 
from the broadcasting studio. The correspondent always accompanies 
the manuscript on its trip to the censors, because if there is any change 
required he likes to be right there to make the amendments on the 
spot. The script must be through the censors and at the broadcast 
studio by 11.45 p.m., Paris time, for the correspondent to make his 
deadline. 
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Kay Campbell, a member of our London staff, described the day 
of a radio reporter in London in a recent cable. The studios of the 
British Broadcasting Company are in the centre of the city, two stories 
underground, beneath a high stone building. The building is open 
twenty-four hours a day for broadcasts to all parts of the world. It is 
protected by a thick wall Rnd sandbags, guarded by policemen and 
uniformed commissionaires. All the elevators and stairwells are 
equipped with gasproof doors. 


The correspondent gathers his news in London very much as he 
does in Paris. He has the same rounds of Ministerial press conferences; 
the same sources of news. But in London the censor’s offices are in 
the BBC building. One censor always remains in the studio while the 
broadcaster is actually on the air. 


Several censors, Miss Campbell wired, are specially assigned to 
the American broadcasts. Besides checking remarks that might give 
“aid and comfort” to the enemy, the censor, according to Miss Campbell, 
is adviser, guide, and friend. “They’re all good fellows,” she says, 
“well informed and capable, who do not try to force us to say what we 
don’t want to, nor do we reveal any of their secrets.” 


William Shirer, chief of our Berlin staff, complains that his most 
painful headache is getting to the studio on time. During the winter, 
Shirer almost never was able to use his car because of the gasoline 
shortage, and the complete absence of anti-freeze. When he did use 
it, he had his troubles keeping in the street in the blackout, continually 
finding himself on the sidewalk or in a snowbank. Shirer complains 
also that because of a poor memory, he required three months to recall 
the exact position of fourteen lamp posts, all unlit, four fire hydrants, 
three dark traffic light posts, and three sets of projecting stairways 
between his hotel and subway station. 


Shirer’s description of the trials and tribulations of the Berlin 
radio reporter’s efforts to reach his microphone is quite amusing: 
“Must dash from Broadcasting House, through winding corridors, down 
many stairs, out into a pitch dark vacant lot, in the middle of which 
are hidden stairs. You’ve got to be careful not to bump into several 
sheds lurking in the way, or fall into snowdrifts. In the course of this 
journey you must pass at least three helmeted guards who demand your 
‘pass. Searching for your pass in the dark, subzero night, with frozen 
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fingers, causes you to empty your pockets, and sometimes your script 
is thus lost in the snow, and you arrive at the studio out of breath, your 
teeth chattering, thoroughly sore at the world, with New York expect- 
ing you to chat easily and intelligently about high politics.” 


These are the routines of foreign corresponding by radio. Let no 
one think the game is all routine. We have our framework, or blank 
pages, the two broadcast periods each day, and into that we fit as much 
diversity as we can, to give a complete, properly featured story of 
what’s happening in Europe. 


One of the longest treks that one of our men recently embarked 
on was that of Thomas Grandin, who left Paris to cover the recent 
Balkan conference at Belgrade, Yugoslavia. The trip was long and 
difficult, with Central Europe in its present, tense condition, but it 
produced several very interesting broadcasts. 


As a matter of record, Grandin’s trip proved fruitful for another 
reason as well. While in Belgrade, he sent me a wire which almost 
floored me. Within two weeks, he had met and married Natalie 
Parligras, formerly an official broadcaster for the Yugoslav Government. 
The description of his wedding ceremony, in the Orthodox Church, out 
of doors on a sunny day, in a natural nave of snow-capped mountains, 
glowed right through the cables in which he described it. I despatched 
him to Bucharest and Ankara on a combination honeymoon and news- 
gathering expedition. 


Sometimes we intersperse our correspondents’ own reports with 
their interview of European people. We have had on the air not only 
key figures like Admiral Raeder and Premier Reynaud of France, but 
also a British airplane pilot (whose name we were forbidden to 
mention), a German submarine commander, and one of the English 
prisoners rescued from the Altmark by the destroyer Cossack. 

On one broadcast from London, Ed Murrow interviewed a young 
American woman photographer who had come to Great Britain to make 
a film record of the evacuation of the children from London. She gave 
such an interesting talk, that Murrow invited her on his program a 
second time, and she was shortly afterwards made a regular member 
of our European staff. 


Her name is Mary Marvin Breckinridge, and in some ways, I think, 
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she has the most exciting beat of all our correspondents. She is our 
feature writer, on a roving assignment. She moves from country to 
country, picking up, I won’t say the woman’s angle, but the atmosphere, 
the human interest story that makes our fifteen minutes of air time into 
a newspaper of something more than mere headlines. 


Miss Breckinridge has brought American listeners some very 
exciting and colorful yarns. She drove eighty miles through a snow- 
storm, a trip which took twenty-five hours, to tell us the story of the 
funeral of the German sailors who had been killed on the Altmark. 
She visited a school for brides near Berlin, and gave us a brilliantly 
graphic description of it. She toured the water defenses of The 
Netherlands, and analyzed for us the temper of the Dutch neutrals. 


Miss Breckinridge is, as I said, a former photographer. She is a 
graduate of Vassar College and the daughter of a prominent New York 
family. Is that typical of all our newsmen in Europe? 


The interesting thing about them, it seems to me, is that they all 
have had different experiences. I can’t generalize about them: all of 
them are people with distinct and forceful personalities, most important, 
I feel, in this war coverage by air, when the reporter comes right into 
your home to talk to you. 


Ed Murrow, chief of the European staff, is 35 years old. He sailed 
for Europe in 1937, to take over his present post, after serving as 
Director of Talks for Columbia. Murrow’s knowledge of Europe and 
European Affairs dates back to the time when he was assistant director 
of the Institute of International Education, in charge of personnel, 
finance, publications, and the Institute’s offices in London, Paris, Geneva, 
Vienna, and Berlin. 


A graduate of Stanford University, Washington State College, and 
the University of Washington, Murrow combines an academic back- 
ground with a rich sense of reality. I think one gets a true picture 
of his clarity of mind, sense of humor, and fine balance, by listening 
to his voice from England. 


Bill Shirer, in Berlin, is a real newspaperman. He worked his 
way through Coe College, Iowa, while studying journalism. He worked 
on the Paris staff of the Chicago Tribune, and stayed abroad from 
1925 until 1932, stationed in London, Paris, Rome, Vienna, Geneva, 
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Berlin, and Madrid. He went to the Near East and India to report on 
conditions there. In 1932, like every real newspaperman, he tried 
giving up the game for a fling at writing novels and plays. Two years 
later he was back in Paris, working for the New York Herald-Tribune, 
and then to Berlin, covering Central and Eastern Europe for the 
Universal News Service. He speaks five languages, and when I snagged 
him for CBS in 1937 I knew that another of his assets was his wife, a 
former Austrian newspaperwoman. 


Tom Grandin, who heads our Paris staff, is the Czech crisis’ gift 
to the American public. Tom was a Research Fellow in Paris for the 
Geneva Research Centre when he went on the air in those dark Septem- 
ber days to do a special broadcast. It was such a vivid job that he has 
been on our staff ever since. 


Eric Sevareid is only 30. He’s a newspaperman who was on the 
staff of the Minneapolis Journal before traveling to Paris to become 
City Editor of the Paris Herald after a trick at the London School of 
Economics. He left the Herald to join us last August. He’s married 
to the former Lois Finger, librarian of the American Library in the 
French capital. On an air-raidless night a few weeks ago the stork 
sneaked in across the Seine without arousing an anti-aircraft barrage 
and presented the Sevareids with twins. 


What makes these men such competent radio reporters? Well, of 
course, their job requires all the qualifications that distinguish any 
first-rate newspaperman, including Richard Harding Davis. 

But there’s something more—that sense of time and respect for it 
which enables them to file their despatches on the second, timed to the 
second. 

Sometimes when I cable them, telling them that I expect to hear 
from them at 22:46:30 GMT, I think of Richard Harding Davis, sitting 
under an awning in Havana sipping whatever it was he used to sip, and 
I wonder how he would have reacted to a wire like that from his 
managing editor. 

I wonder whether, in the midst of his baffled curses, Davis would 
have thought that science had overtaken and swallowed all the romance 
of gathering news, or whether he would have recognized, in this split- 
second journalism, a new, perhaps an even greater drama, added to 
the glorious tradition. 











ACCIDENT CONTROL IN THE PULP AND PAPER 


INDUSTRY IN ONTARIO 
D. B. CHANT 


“Worthwhile results have been, and are being secured; 
substantial savings in human life and limb have already been 
effected; impressive economies have been made from a purely 
monetary point of view.” 


* * * 


HE manufacture of pulp and paper is one of Ontario’s major indus- 
tries. Whether it be considered on the basis of capital invested, 
annual value of its products, number of people depending on it for 
livelihood, as a freight producer for our transportation systems or as 
a progressive, well-managed business, it stands out prominently in the 
commercial life of this Province. It is not surprising, therefore, that 
its record of achievement in the control of accidents compares well 
with that aspect of other large industries. 


Earlier than twenty-five years ago, individual plants in the indus- 
try were trying to deal effectively with'the so-called “accident problem” 
but the industry as a whole began an organized and permanent attempt 
to reduce accidents in frequency and cost with the passage in 1915 of 
the Workmen’s Compensation Act in Ontario and, to obtain a clear 
picture of the basis on which that attempt rests, it is necessary to 
review briefly some of the outstanding features of that Act; the first 
legislation of the kind to be enacted in Canada and soon to earn recog- 
nition throughout the world for the wisdom of its provisions and the 
excellence of its administration. 


This splendid piece of social legislation was designed “to provide 
recompense for accidents to workmen in their employment, to get rid 
of litigation and to secure promptness and certainty of payment to the 
workman or his dependents without unduly burdening industry.” Its 
protection of the workman extends to all injuries arising out of and 
in the course of his employment instead of merely those due to the 
negligence of the employer as was the case prior to 1915 and it puts 
the adjudication of claims in the hands of the Workmen’s Compensation 
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Board set up by the Act rather than in the courts of law, thus greatly 
simplifying procedure and avoiding the delays and costs attending 
legal action. 


With a few exceptions, all industries are covered under the Act 
and the principle of collective liability is applied to all manufacturing 
industries under what is known as Schedule 1, which is divided into 
twenty-four classes, each consisting of an industry or a collection of 
allied or similar industries with each class in turn comprising several 
groups for rating purposes. The pulp and paper industry forms Class 
2, which consists of groups of mills making similar products with an 
additional group to cover pulpwood logging operations when carried 
on upon the lands or limits of companies in the class. 


Each employer is required to pay into the class accident fund a 
yearly assessment based upon his total payroll and the awards for 
compensation or medical aid are charged by the Board against this 
class fund. Permanent disability pensions, or pensions awarded to 
widows or other dependents of injured workmen, are promptly capital- 
ized and the required sums are transferred from the accident fund to 
a pension fund which is, of course, kept invested and earning interest. 
Administrative expense is spread over the various classes on an equit- 
able basis. The cost of a “disaster” may also be spread over all classes 
to avoid calamitous cost to the class in which it occurs but for all 
practical purposes each of the twenty-four classes constitutes a mutual 
liability insurance association of the employers coming within it. 


Under such a set-up it will at once be apparent that accidents 
happening anywhere in the operations of an industry are, in theory at 
least, matters of concern to every employer in the class, since they 
must inevitably be reflected in the rates of assessment applying to all 
and, conversely, a good accident experience benefits everybody in the 
class. In general, the Act does not concern itself with the question of 
responsibility for the happening of accidents but it does put the 
responsibility to pay for them squarely upon the industry in which they 
occur, thus giving effective recognition to the principle that, whoever 
may be at fault, the employer can do more than anyone else to prevent 
accidents from occurring. 
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This principle is further countenanced by the provisions contained 
in the Act for the formation in any class of an association of employers 
for the purpose of accident prevention and for recognition by the Board 
of such “Safety Associations” when duly formed. Recognition confers 
authority on the association to represent the industries in the class in 
compensation matters and to make rules and regulations for accident 
control which when approved by the Board can be made binding on 
all employers who may from time to time be assessed in the class. The 
mutuality of interest among the employers in a class, which is created 
by the collective liability system of coverage, is thus emphasized and 
made to serve the common good by bringing employers together as 
members of an association whose purpose it is to encourage and aid 
its members in establishing effective methods of accident control in 
their operations. 


The pulp and paper industry was quick to see the potential value 
of such an organization and the Ontario Pulp and Paper Makers’ Safety 
Association was formed a few months after the Act came into force. 
It has functioned vigorously and continuously ever since. Its activities 
are under the complete control of the industry through a board of 
directors composed of senior executives of the principal companies who 
are chosen by the membership each year with due ¢are to give adequate 
representation to the various branches of the industry as well as to 
the different parts of the Province in which the operations are situated. 
Money to carry on the Association’s work is derived from its member 
firms through grants made by the Workmen’s Compensation Board out 
of the class accident fund. 


While the charter of the Association defines its aims and purposes 
as the promotion and carrying on of accident prevention work, the 
recognition of its right to represent employers and employees in the 
industry in connection with the operation of the Workmen’s Compensa- 
tion Act is taken as authority to engage in activities not, strictly 
speaking, preventive in nature. In the firm belief that accident control 
in industry is primarily a management function the association does 
not attempt to perform that function for its member companies but 
rather confines itself to the prosecution of activities designed to encour- 
age, stimulate and assist its members to do a good job of controlling 
accidents in their operations in frequency, severity and cost. In pursuit 
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of that objective, the following are among the services provided by 
the association to its members and their employees: 


1. 


10. 


11. 


Collection, recording and tabulation of accident data covering the 
experience of every member company and all accidents involving 
any expenditure of money from the class fund. 


Distribution to all members, periodically, of comparative statistical 
information on frequency, severity and cost of accidents so that 
each firm can see exactly how its experience compares with that 
of the class as a whole or the particular rate-group in which it is 
assessed. 


Inspection of plants for the purpose of aiding in the recognition 
and removal of physical and mechanical hazards. 


Helping employers to organize and carry on accident control work 
in their mills and woods operations. 


Advising and assisting the management of member companies to 
reduce, in every reasonable way, their accident costs, thus saving 
money through lower assessment rates. 


Taking part in “safety rallies” and other meetings of employees, 
foremen or supervisors, where desired, to assist management in 
maintaining employee interest in accident prevention. 


Conducting annual competitions among member firms in accident 
prevention to arouse and sustain their interest. 

Encouraging the training of workers in the industry in first aid 
by conducting examinations and awarding prizes and trophies for 
proficiency. 

Thorough investigation of the circumstances of serious or fatal 
accidents and circulating information among member companies 
as to the causes and means of avoiding similar occurrences in 
future. 


Advising and assisting employers, on request, with respect to 
compensation matters. 


Acting as a clearing house for information having any sort of 
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bearing on accident prevention or accident cost reduction to 
facilitate management’s accident control efforts. 


“Keeping track” of the accidents which occur and their nature, 
cause, degree of seriousness and cost for compensation and treatment 
of the resulting injuries does not in itself prevent other accidents from 
happening. Reports and bulletins showing accident experience must 
necessarily come “after the fact’ of the accidents. Accident cost state- 
ments can only deal with the amounts already spent. It will be recog- 
nized, however, that it is a prime requisite for the success of any 
organized undertaking to have accurate information constantly avail- 
able to show the nature and extent of the work to be done and to 
measure and evaluate the progress being made with it. The score is 
an important part of most human activities whether in the serious 
pursuits of industry or on the playing fields of competitive sport. All 
of us like to know where we stand in comparison with others doing the 
same or similar things and we also rely a great deal on the records of 
what has been done when we are planning our future endeavours. 


In its work of encouraging and assisting its member companies 
to improve their control of accidents in their plants or woods operations, 
the Association relies extensively upon accident cost as a means of 
measuring the degree of effectiveness of that control. Frequency and 
severity rates are not overlooked as supplementary guides. They have 
definite usefulness but lack some of the force and interest-compelling 
value possessed by cost indices and do not alone tell as much of the 
story. No apology needs to be offered for the use of dollars and cents 
in evaluating the results of activities which are aimed primarily at 
saving human life and limb. Such use does not suggest that there is 
any lack of response to humane considerations on the part of employers 
or employees in the pulp and paper industry. On the contrary, such 
considerations constitute a tremendous force which motivates and 
enthuses the people who are trying to prevent accidents. This force, 
moreover, runs parallel to, and not against, the dollar motive whether 
the individual be the president of a company, a mill manager, a foreman 
or one of the thousands of workers in plants and woods operations. 


No one who has had any experience with, or the opportunity to 
observe, the consequences of industrial accidents can ever for a moment 
forget the warm human values represented by the cold figures of 
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accident cost dollars. Unfortunately, however, there is no recognized 
means of measuring pain or sorrow or worry and so, while we can 
accurately determine and record such varying elements in industrial 
operations as speed, temperature, density, length, weight, moisture 
content, volume, and pressure, because we have definite units of 
measurement for these and other similar purposes, we are unable to 
determine the precise amount of pain produced by a crushed toe or a 
fractured leg or the total of grief, anxiety and anguish occasioned to 
the wife and children of a workman whose life is suddenly snuffed out 
in an accident. Until we can measure the progress of the work in 
terms of human flesh and blood and tears it is necessary to continue 
keeping the score of accident control in dollars and cents and decimal 
points, letting each individual translate these for himself into whatever 
gruesome images his imagination and experience may suggest. 


With this realization of the human values concealed behind the 
dry, hard figures, we may examine the record of achievement of the 
pulp and paper industry in Ontario in improving its control over 
accidents, bearing in mind that no individual, no company and no 
organization is alone responsible for the gains so far recorded but 
rather that they result from the contributions of effort, skill, energy 
and determination made by hundreds of individuals over a period of 
twenty-five years and constitute a heartening testimonial to the splendid 
co-operation between men and management in woods and mills which 
is widely recognized as characteristic of this important and progressive 
industry. 


ACCIDENT EXPERIENCE IN MILLS 


Total Fatal Frequency Severity Cost 
Year Accidents Accidents Rate Rate Index 
1926 .... 1,376 17 51.8 77 $2.10 
1927 1,347 6 51.8 .83 1.85 
1928 1,360 6 51.4 .76 1.50 
1929 1,248 6 46.1 65 1.40 
1930 933 7 39.8 .66 1.50 
1931 600 3 31.3 .53 1.20 
19382 ... aS. 603 3 34.9 .69 1.65 
1938 .. bee 650 2 35.8 .63 1.50 
1934 . 651 4 29.9 .48 1.25 
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BE Senne shes 648 3 28.7 51 1.25 
ee 656 6 25.8 43 1.10 
rer 6 32.8 55 1.10 
ae 579 3 24.1 45 1.00 
1939 ...... 601 1 23.8 40 .80 


Frequency rate is the number of accidents per million man-hours. Severity 
rate is time lost in days disabled per thousand man-hours worked. Cost index shows 
dollars of accident cost per $100 wages paid. 

It will be noted that there has been a 54% improvement in fre- 
quency and a 62% reduction in cost since 1926. Stated differently, if 
there had been no improvement in accident control since 1926, more 
than 5,000 additional accidents would have occurred and 140 workers 
would have lost their lives, while the cost of those 5,000 accidents would 
have added about $900,000 to the bill of compensation and medical aid 
expenses borne by the industry through the class accident fund, to say 
nothing of the losses sustained by the workers themselves in the differ- 
ence between full earnings and compensation while disabled. Whether 
you prefer to look at the monetary or the human savings resulting from 
the industry’s accident control achievements, the figures are impressive. 


For the woods operations branch of the industry, data on a properly 
comparable basis is not available prior to 1933 but'in the seven-year 
period beginning with that year the frequency rate has moved down 
from 165.6 to 90.9; an improvement of 45°; while cost has declined 
35% from a high of $4.00 to the 1939 figure of $2.60. It will be 
observed that these indices are considerably above those applying to 
the mills. There are certain inherent differences in hazards which may 
possibly militate against eventual equalization of accident experience in 
the two fields but some of the present difference may be due to the fact 
that the accident control activities in woods operations have been 
neither as long nor as well organized as in the mills. Time alone can 
supply the answer to the questions thus raised. The really important 
aspect of the matter is that substantial improvement has been made 
in the last seven years and there is every reason to expect continued 
effort to bring about further reductions in future. 


There is, of course, no thought of suggesting that the industry has 
reached anything approaching an ideal condition in its control of acci- 
dents. Worthwhile results have been and are being secured; substantial 
savings in human life and limb have already been effected; impressive 
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economies have been made from a purely monetary point of view. This 
has all been done in a sound, business-like way far removed from any- 
thing approaching faddism or hysteria. The increasingly general 
acceptance by the industry’s executives of the principle that accident 
control is one of management’s responsibilities to be carried out with 
the patient attention to detail that is given to other operating problems 
is perhaps the best assurance that the work is on a sane and permanent 
footing. 


Several factors have contributed to the success so far achieved in 
the control of accidents in the pulp and paper industry. All of them, 
however, have developed from the practical application of the funda- 
mental principle that accident control is one of the functions of indus- 
trial management which carries with it the corollary that poor accident 
experience indicates failure of management to do its job properly. Faith 
without works is, admittedly, of little value but to attempt the establish- 
ment of adequate control over accidents without belief in this basic 
conception is to doom it to imperfect and ephemeral success, if not 
complete failure. 


Much time and considerable money has been spent in removing or 
overcoming dangerous mechanical conditions, which is quite properly 
one of the first steps to be taken in the prevention of industrial accidents. 
It has been made a definite part of the daily job of operating super- 
vision to give due attention to good order, tidiness, proper ventilation 
and lighting of work places and the elimination of noxious fumes and 
dust. Regular inspection and maintenance of tools, tackle, apparatus 
and machinery in a safe condition for use has been provided as a routine 
part of the management’s duties. Working practices have been studied 
with a view to the correction of those likely to produce accidents. Work- 
ers have been encouraged and assisted to avail themselves of such 
personal protective devices as goggles, safety shoes, respirators and gas 
masks where these are likely to reduce the danger of injury. 


Adequate first aid facilities have been made available and their 
use encouraged in every case of injury as a means of preventing 
infection and reducing the disability resulting from accidents. Training 
of workers in first aid has been carried on as a regular feature in many 
Thousands of the industry’s employees 
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have thereby become proficient in this technique and ready to put their 
skill and knowledge to good use whenever the occasion arises at work, 
in their homes, on the highways, or wherever they may be. 


Many hundreds of employees have served with zeal and distinction 
on committees, or as individuals, to assist management in discovering 
unsafe conditions; suggesting improvements; pointing out dangerous 
practices; studying accident causes and devising ways and means of 
prevention. There is a striking parallel between effective control of 
accidents and maintenance of proper standards of quality of product. 
Both are definite responsibilities of management but neither can be 
adequately discharged by it without the assistance and co-operation 
of the rank and file of workers. Neither one is static. To maintain 
suitable quality standards calls for constant checking, testing, com- 
parison and the application of competent operating skill. New quality 
requirements are continually being adopted to meet changing market 
conditions and the operating personnel has to be trained in improved 
techniques to insure against any falling away from the desired stand- 
ards. In the case of accident control, changes in processes, increases 
in operating speed, new tools, equipment or methods and various other 
elements in the daily round of industrial operation require sound 
knowledge, careful preparation and alert, skilful supervision to enable 
the job to be done economically, efficiently and with relative freedom 
from accidents. 


In accident control, as in any other phase of industrial operation, 
management must sound the keynote and take the lead. That is its 
function and duty. When management shows that it realizes the 
importance of safety as a part of the whole fabric of industry, it will 
find the workers eager and ready to co-operate with it. The pulp and 
paper industry has already given ample proof that it views accident 
control in the proper perspective. The industry and its workers 
are benefitting from the work already done and will surely go on to 
greater accomplishments as their co-operative endeavour increases in 
effectiveness. 
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IS THERE A GOLD PROBLEM? 
BENJAMIN HIGGINS 


A critical review of “Golden Avalanche,” by Frank D. Graham and 
Charles D. Whittlesey, Princeton University Press, 1939 


ROFESSORS Graham and Whittlesey have written a highly read- 

able and somewhat alarming—not to say alarmist—book. Alarming, 
that is, for the American public, to whom the book is chiefly addressed. 
For, say the authors, while the concentration of the world’s monetary 
gold stock in the United States Treasury has involved “stupendous 
cost” (p. 227) for the American people, it has the effect of “strengthen- 
ing the economic, political, and military position of the foreign powers 
opposed to Nazism.” (227) It is clear that the interest of the book is 
by no means limited to American readers. 


We shall not tarry over inconsistencies, inadequate analysis, and 
questionable statements which are scattered throughout the book’s 228 
pages. ‘Instead, we shall proceed directly to the heart of the problem 
and deal with the authors’ central thesis. 


The essential facts of the gold problem are these: Gold production 
throughout the world has reached an unheard-of level; even in 1932 


1Among the more glaring inconsistencies is the following: p. 42: “Consequently, 
there is nothing in the dollar devaluation as such that would cause a movement of 
gold to the United States rather than to other countries.” p. 166: “The present gold 
problem arose out of an increase in the price of gold. The logical course is to retrace 
our steps and lower its price.” An example of inadequate analysis is the attempt 
to explain the high level of gold production in terms of a continuing gap between 
“selling price” and “costs of production.” (pp. 30-33). Such a situation implies 
monopoly conditions, when price is stable through time and costs are, if anything, 
rising. The existence of monopoly is rather a strange explanation for high output. 
In any case, it is not necessary to have a gap between costs and price to get a 
large output; it is only necessary that the output which equates costs and selling 
price under competition, or marginal revenue and marginal cost under non-perfect 
competition, should be large. Among the questionable statements are the following: 
p. 57: that America is “being forced into a debtor position without any conscious 
desire on our part”; p. 69-70: that it is the foreign monetary authorities who must 
be blamed for the continual flow of gold to America; p. 134: that Federal Reserve 
Banks could use their own notes as reserves. 
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it had broken all records, but in 1938 it was almost 50% higher than 
in 1932. Correspondingly, world monetary gold stocks in 1939 were 
159% of the 1929 level in terms of ounces, 269% in terms of dollars. 
Of this stock, the United States holds about two-thirds. Since 1933, 
the United States has absorbed all current production of gold and then 
some. The big losers of gold between 1934 and 1939 were Great Britain 
and France, who together account for 65% of the gold imported into 
America in this period. 


The increase in production is easily explained; the fall in the 
general price levels throughout the world after 1929 raised the purchas- 
ing power of gold in terms of commodities, lowered costs of production. 
The devaluations following 1931, and particularly the American devalu- 
ation in 1934, raised the price of gold in terms of currency, thus 
stimulating an expansion of output.? 


Why the concentration in the United States? The obvious answer 
seems to be that in raising the price at which it bought gold from 
$20.67 to $35.00 an ounce, the American Treasury became the best 
market for gold in the world. Graham and Whittlesey reject this 
explanation. (41/2) Other countries, too, have devalued, they point 
out. The authors admit, however, that in maintaining a fixed price for 
gold and failing to use gold inflow as a basis for monetary expansion, 
the American Treasury “has prevented equilibrating adjustments.” 
Their presentation of this aspect of the gold flow seems somewhat 
confused and not strictly accurate. If the American price of gold were 
no higher than the price in other countries, why should the mere main- 
tenance of this price be a source of disequilibrium? In fact, countries 
not on the gold standard were under no obligation to buy gold at any 
price. When the United States raised its price for gold in 1934, and 
thus devalued its currency in terms of the “gold bloc” currencies, the 
“gold bloc” countries began losing gold. Eventually, due precisely to 
this pressure on their gold supplies, the “gold bloc” countries also 
devalued, but only as a result of the American devaluation, and then 
only after a lag of two or three years. The price for gold was not as 


2It should be pointed out that the increase in production developed in face of 
a decline in demand for gold for commodity uses. Gold is less fashionable for 
jewelry than formerly, is being replaced by platinum and other metals. New 
materials are being used for dentistry. Indeed, between 1933 and 1935 $100,000,000 
of gold in commodity form was melted down for sale to the American Treasury. 
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high in other countries as in America during the whole period of the 
gold inflow.* 


Nor do Graham and Whittlesey attribute the gold flow to a favour- 
able trade balance for the United States. Indeed, they argue, from 1933 
until 1937 America’s trade balance was actually deteriorating. In 
general, this argument must be granted. Of the ten odd billions of 
gold that have come into the United States since 1934, only about three 
billions can be accounted for by an export surplus. 


Most important cause of the gold flow, in the authors’ opinion, is 
“uncertainty and fear.” (47) The United States has represented the 
safest haven for migratory capital that has been available during the 
strenuous times following 1934. Thus the seven billions left unaccounted 
for by trade balance can be explained by “flight of capital” to America. 
Nervous foreign investors have transferred their holdings to the United 
States, either in the form of bank deposits or of American securities. 
That lack of confidence in the economic and political situation of other 
countries has been an important element in the gold flow few would 
deny. This very fact makes hope of reversing the flow relatively slim. 
There seems little reason to expect a marked improvement in the condi- 
tion of other countries in the near future, nor to expect marked 
deterioration of the American position. 


The authors consider the gold flow serious for the American public 
for the following reasons: 
1. The gold could not be got rid of except at a loss. (84 ff) 
2. The capital coming to the United States from abroad is “hot 
money.” (59/9) 
3. The gold creates a danger of hyperinflation. (93 ff., 130 ff) 
4. The gold policy constitutes “giving away goods.” (99) 


Let us consider these arguments in order. 


It is probably true that the Treasury could not dispose of the 18 
billions of gold that it holds in any way that would bring to the United 
States $18,000,000,000 worth of goods at present prices. However, the 
gold has not cost the United States $18,000,000,000 worth of goods. At 

3For a brief account of currency devaluation, cf. Benjamin Higgins, “The 


Economic War Since 1918,” in War in the Twentieth Century, Dryden Press and 
Random House, 1940. 
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most, it has cost the $3,000,000,000 worth of goods that have been 
exported—that is, for that part of the gold stock that has come in since 
1934. The authors themselves admit that any such loss in value of 
gold through an attempt to dispose of it at some future date “would 
be nominal rather than real.” (85). 


More could be made of the second point than the authors them- 
selves try to make. The capital coming from abroad will remain in 
America only so long as America remains a relatively safe place for 
investment. When the war is over, and post-war adjustments are made 
in Europe, or if America is plunged into a depression which Europe 
somehow escapes, this money will be suddenly withdrawn. Foreign 
holders of American securities will sell out, foreign holders of deposits 
in American banks will withdraw them. Clearly, such a situation is 
not likely to develop in the near future. Also, withdrawal of deposits 
by foreign holders would prove embarrassing to American banks only 
if they were fully loaned up. If a boom strong enough to absorb all 
the existing excess reserves were to develop in the United States, it 
seems unlikely that foreign holders would want to withdraw their 
deposits or to sell American securities. If belligerent countries compel 
their citizens to repatriate capital at some future date, slight embarrass- 
ment for American banks may possibly ensue through a fall in security 
prices and perhaps a shift from time to demand deposits. 


There can be no doubt that the gold stock, if fully used, could pro- 
vide the basis for a dangerous inflation, though not so wild as the 
authors suggest.* In reply to this argument, one might first point out 
that inflation, in the sense of expansion of the supply of circulating 
media, is not dangerous until the point of full employment is 
approached.® Beyond that point, it is a relatively simple matter for the 


4It is fantastic to suppose, as the authors do, that the Federal Reserve banks 
might use their own notes as reserves. It should be noticed that the authors are 
now afraid of the very policy of using the gold for monetary expansion which they 
considered necessary for checking the gold flow earlier. Of course, if all the gold 
were used, the result would be more drastic than in 1934. But why should it all be 
used? It is only necessary to raise American prices enough to check the flow; and 
there is no particular reason why the degree of price rise necessary should be much 
greater now than it was five years ago; it is not at all certain that the war situ- 
ation has increased the effective demand for American goods and assets. 


50f course, full employment is not reached at a “point” of national production, 
but develops over a “band” of output, some factors of production becoming scarce 
at smaller national outputs than other factors. 
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monetary authority to prevent further expansion, rediscount rate and 
open market policy. If the monetary authority does not have the sense 
nor the power to stop an inflation when it becomes dangerous, a mere 
reduction in the gold stock would scarcely prevent trouble. A very 
considerable expansion could take place on the basis of excess reserves, 
even if the monetary gold stock were no bigger than it was in 1933. 


With regard to “giving away goods,” we must first of all remind 
the reader of the authors’ own argument that the gold inflow could not 
be explained by America’s export surplus. That being so, the gold 
inflow cannot be regarded as being primarily a policy of “giving away 
goods.” On the other hand, it must be admitted that in so far as some 
three billions of surplus exports have been paid for in gold for which 
there is no use, the United States has “given away” goods to that extent. 


However, under certain conditions it is an excellent idea to “give 
away goods” in this manner. Let us suppose that for every two men 
employed, there are two men unemployed. Now let us employ one of 
each pair of unemployed men producing goods for export. These goods 
represent a dead loss to the society. But the newly employed men now 
have incomes to spend, and in spending them they make it worth while 
for entrepreneurs to hire the remaining unemployed men for the pro- 
duction of goods for domestic consumption. Thus national real income 
rises by 50%. In so far as the men now employed in the export trade 
would otherwise have remained idle, the goods produced for export 
involve no costs for the society. There is a clear gain to the society 
equal to the amount of new production for domestic consumption. This 
example presents, in a highly simplified form, the theory of the “foreign 
trade multiplier.”® In so far as the gold inflow has made possible a con- 
tinual export surplus, thus increasing the incomes of entrepreneurs and 
employees and raw materials producers in the export industries, and 
these new incomes represent new demand for domestic goods, so that 


®In the example, the “employment” multiplier is two, 
AY=(AI+AE—AZ) 1 





(1—AC/AY) 
where E stands for exports and Z for imports. Here imports are, of course, not 
included in the list of “leakages” which determine the size of AC/AY, the “marginal 
propensity to consume.” From this equation it is clear that an improvement in 
the trade balance will in itself raise national income, or that the favourable effects 
of domestic investment, say, through government spending, are greater the more 
favourable the trade balance. 
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their expenditure has secondary and tertiary effects, the American 
national income is higher than it would have been without the gold 
inflow.’ 


Graham and Whittlesey, contrary to the great majority of con- 
temporary economists,’ regard the beneficial effects of the favourable 
trade balance made possible by payment by other countries with gold 
as “highly conjectural.” (84) In so doing, they are implicitly ignoring 
the existence of widespread unemployment during most of the period 
of heaviest gold inflow. Only when full employment exists does an 
export surplus constitute “giving away goods.” It may well be that 
the gold inflow will be less desirable in the future than it has been in 
the past, as higher levels of economic activity are reached. 


In any case, the authors argue, “if we are going to give our goods 
away it is well to remember that charity begins at home.” (99) Had 
they followed up this point, the authors might have made a reasonable 
case for substituting increased expenditure on public works for con- 
tinued inflow of gold in payment for an export surplus. For the “foreign 
trade multiplier” is more clearly restricted to the short run in its 
beneficial effects than is the domestic multiplier. One cannot go on 
forever enriching oneself by impoverishing one’s neighbours. Sooner 
or later the trade balance must shift against the United States, if only 
because other countries reach a point where they are no longer able 
to buy American goods. The foreign trade multiplier works both ways. 
In so far as the American gold policy is accompanied by unfavourable 
balances for other: countries, the national incomes of other countries 


If C is total consumption, I investment, Y national income 1 
and k a constant representing the “multiplier,” then AY=k.AY, with k—=——————— 
This is Keynes’ “domestic” multiplier. Following Robertson, we 1—AC/AY 


could represent the “foreign trade multiplier” as follows: 
(Economic Journal, April 1939). 

8Statistical surveys suggest a multiplier between two and three for England 
and Australia during the period 1933-37, but a considerably lower value in Germany 
in the same period. Cf. Colin Clark, “Determination of the Multiplier from National 
Income Statistics,” Economic Journal, September, 1938; “The National Income of 
Australia,” by Colin Clark and H. G. Crawford, Sydney, 1939; “The Multiplier in 
Practice: Germany,” by Bresciani-Turroni, in Review of Economic Statistics, May, 
1938. Such statistical surveys must, however, be treated with caution. Cf. D. H. 
Robertson, R. W. Jastram and E. S. Shaw, in Economic Journal, June, 1939; Elisa- 
beth Gilboy, “The Propensity to Consume,” Quarterly Journal of Economics, 
November, 1938; Fritz Machlup, “Period Analysis and Multiplier Theory,” Quarterly 
Journal of Economics, November, 1939. 











‘“ ‘ 


ee 





Is There a Gold Problem? 217 


tends to be reduced by some multiple of the extent of their import 
surplus. Of course, these deleterious effects may be offset by other 
factors, and are therefore relative rather than absolute. On the other 
hand, it must be argued that it is much easier politically to get support 
for a policy involving a favourable trade balance than for a policy 
involving increased public expenditures. So long as there is at least a 
political limit to the amount of deficit financing a government can 
undertake, it seems foolish to eschew what stimulus may be had from 
the export side.® 


Graham and Whittlesey, far from arguing in such terms, insist 
that the American policy has been beneficial to other countries. The 
most direct benefit accrues to holders of gold shares, workers in gold 
mines, producers of gold-mining equipment. Since the British Empire 
produces over 55% of the world output, these benefits accrue largely 
to Britishers. The willingness of America to accept gold at $35.00 an 
ounce has, moreover, made it possible for gold producing countries to 
import more. Similarly, France “benefited” by the loss of over two 
billions of gold from June, 1934, to June, 1939, which served as pay- 
ment for an import surplus. Thus the American gold policy helps the 
Allies against Germany. 


This argument is misleading. In the case of Great Britain, it is 
not easy to say definitely whether or not the American gold policy has 
helped or hindered her return to prosperity. If the United States had 
never depreciated her currency, Great Britain would have sent less 
gold, but would have been able to send more of other goods. The bene- 
ficial effects which she now gets through production and sale of gold 
she would have obtained through production and sale of other goods. 
It is hard to say whether the “multiplier” effects of expansion of the 
gold industry are greater or less than in the industries which would 
have produced at a higher level if the dollar had remained high in terms 
of shillings. In the case of France, there can be no doubt that the 
American devaluation caused great hardships. It meant still further 


*Under the sterilization policy, the effects upon the national debt of the gold 
inflow and of public expenditures were not very different. The Treasury replenished 
its balances with the Federal Reserve Banks, after making payment to them for 
the gold, by selling Treasury obligations. The sterilization policy was in operation 
from February, 1934, to April, 1938, except for the fall of 1937, when $300,000,000 
of inactive gold were desterilized. 
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deflationary efforts if the franc was to remain fixed in terms of gold— 
higher interest rates, reduced government expenditures, reduced in- 
comes. Finally,:as we have mentioned above, France gave up the 
struggle. But during the three years in which the franc was over- 
valued in terms of dollars, France suffered severe economic depression. 


Under the present war conditions, when the problem of maintain- 
ing full employment and high money incomes no longer exists, there is 
some truth in the Graham-Whittlesey argument. Since Germany has 
no gold stocks worth considering, and since England and France still 
have sizeable amounts of gold, the willingness of the United States to 
buy unlimited amounts of gold at $35.00 an ounce does weigh in favour 
of the Allies. The ability of the British Empire to produce more gold 
is of less significance from this point of view. Gold production would 
be more advantageous than the production of other commodities for 
export only if it were possible to obtain more foreign exchange for a 
given amount of productive resources by production and sale of gold 
than by production and sale of any other commodity. 


In conclusion, Graham and Whittlesey offer certain solutions for 
the “gold problem” as they see it. Reduction of the price of gold is the 
most straightforward solution, they believe, but might have bad psycho- 
logical effects. If business men associate a reductioi. in the price of 
gold with a fall in the general price level, gloomy expectations accom- 
panying reductivn in the gold price might actually bring about a fall 
in prices in general. Instead, the authors advocate “a substantial 
primary tax on gold imports,” a supplementary tax, “progressive at 
rapid rates” for imports above a certain figure, a bonus on gold exports. 
This system, they believe, would permit retaining the present price for 
gold, but would tend to reverse the gold flow. They also argue (170) 
that this scheme would not upset exchange rates. But since sellers of 
gold will now hold, say, franc-balances instead of dollar-balances, 
exchange rates may be altered directly through conversion of franc- 
balances into other currencies, or indirectly through effects on relative 
price levels of increased buying in France and diminished buying in 
America. 


The Graham-Whittlesey plan is, of course, based on the conviction 
that the gold flow should be stopped. If on the other hand the American 
Government wants to go on enjoying the stimulating effects of the 
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export surplus, the problem becomes one of getting the gold back to 
other countries so that it can be used over again in payment for 
American goods. One way of doing this is to make huge loans to 
foreign countries, which can then be used to buy American goods, as 
was done during the last war. However, in order to avoid the counter- 
acting effects of payment of interest and repayment of principle, it is 
important to pick those countries which are least likely to be able to 
pay. It might be better, for example, to pick those countries that are 
most likely to lose the war! Of course, such a policy becomes disadvan- 
tageous for the United States just to the extent that full employment is 
approached in that country.’” 


The same sort of reasoning can be applied to the suggestion that 
the United States should insist on payment in useful goods, preferably 
in non-perishable raw materials of which there is a scarcity in America. 
The weakness in this suggestion is that such a policy would diminish 
American exports. Gold is a commodity of which practically the sole 
use is to send it to the United States, to be sold to the Treasury, or to 
cover balances. But other commodities, such as manganese, can be 
shipped to other countries to help pay for imports. If the United States 
denies other countries the privilege of using gold stocks to pay for 
American goods, the total amount of imports that other countries can 
pay for is reduced. Thus America’s export surplus would be diminished. 


Of course, American policy may not be limited to such a selfish 
short-run point of view. It may be directed towards a more long-run 
aim, in which it is realized that the outcome of the war is not insig- 
nificant for the well-being of the American people. In that case, since 
countries at war want to maximize imports for a given level of domestic 
production, the United States would do well to continue the purchase 
of gold at a high figure. Indeed, they might even raise the price of 
gold. Such a move would, of course, raise the value of foreign curren- 
cies in terms of dollars. But there is evidence that the pound and the 
Canadian dollar are too low for the economic prosecution of the war ;™ 


10Similarly, the inability of the Allies to repay in gold the loans made during 
the last war was disadvantageous to the United States only to the extent that there 
was unemployment there; and “payment in goods” would have been advantageous 
only with a high level of employment. Cf. Benjamin Higgins, loc. cit., p. 155. 


11Cf, Grenville Holden, “Rationing and Exchange Control in British War 
Finance,” Quarterly Journal of Economics, February, 1940. 
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and if that is not the case, they could easily be lowered again through 
exchange control, the use of stabilization funds, or inflation. Meanwhile, 
the amount of American dollar exchange available to the Allies would 
be increased. 


A more acceptable proposal is that the United States. Government 
should barter gold for durable raw materials not produced in America. 
In this case, since the foreign power gets gold in exchange for the 
commodity sent to the States, the ability of foreign powers to import 
is not reduced, and American exports can be kept up. The gold can be 
used to buy still more goods from America. The net effect is that 
foreign goods are bartered for American goods. The only objection 
that might be raised to this proposal is that if the conditions for an 
advantageous exchange of goods exist, the exchange will take place 
without the intervention of gold, so that it is doubtful whether the total 
volume of foreign trade will be increased by this scheme. However, it 
is possible that the American Government could buy raw materials for 
future use which private enterprise would not find it profitable to buy. 


In closing, we might inquire into the significance of the American 
gold policy for Canada. Between 1934 and 1939 Canada produced 
$745,000,000 worth of gold. Taking into account the “multiplier” 
effects of this expansion of the Canadian gold industry, the effect on 
the national income would not be insignificant, even though much of 
the ownership of Canadian mines is foreign.’* On the other hand, who 
can estimate how much more would have been produced of other goods, 
if the American dollar had never been depreciated and the Canadian 
dollar had remained at a discount in New York throughout the same 
period ?'* 

12In converting their dividends into their own currencies, foreign holders of 
Canadian gold stocks would exert a downward pressure on the Canadian dollar, and 
thus help to maintain Canadian exports. Thus the fact that a substantial portion 
of the ownership is foreign is less of an offset to the stimulating effects of gold 
exports than may appear at first sight. 

13J¢t has been pointed out to me that some important Canadian export indus- 
tries operate under conditions of keen competition and a high proportion of fixed 
costs, such as wheat and newsprint. For these industries, depreciation of the 
Canadian dollar means first of all a windfall profit, due to increased demand in 
terms of foreign currencies. Since costs in Canadian dollars are not substantially 
effected by the depreciation, competition will lead to an elimination of this profit 
through reduction of the price in terms of foreign currencies. Thus it may be that 
the amount of foreign exchange becoming available through export of these com- 
modities may not be increased by depreciation of the Canadian dollar. 
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Under the Bank of Canada Act, the central bank is required to 
hold a reserve of 25% in gold against its notes and deposits. The 
chartered banks in turn hold 5% reserves against their deposits, in 
the form of Bank of Canada notes or deposits in the Bank of Canada. 
Thus gold is the basic reserve for the Canadian monetary system. With 
the inauguration of the Bank of Canada system in March, 1935, the 
chartered banks turned over the bulk of their gold to the Bank. This 
gold amounted to $37,128,916 at the old rate of $20.67 per ounce. Under 
the Exchange Fund Act of July, 1935, the gold was revalued at $35.00 
per ounce. The paper profit resulting from this revaluation amounted 
to $73.5 millions, of which $10.5 millions was paid to the chartered 
banks and the rest accrued to the Treasury, as an “Exchange Fund” 
account with the Bank of Canada. Thus the direct result of the 
American gold policy upon Canadian finance was to create an Exchange 
Fund for the purpose of controlling the external value of the Canadian 
dollar without cost to the Canadian Government, and to swell the 
reserves of the chartered banks. The effect might be described as 
“inflationary,” but that term should have no connotation of danger or 
financial insecurity under conditions of widespread unemployment. 


If now the United States were to reduce the price of gold, the dollar 
value of the Bank of Canada’s gold reserves would be reduced accord- 
ingly. If the Exchange Fund were to be retained, and if the chartered 
banks were not deprived of their previous profit on gold, the entire 
brunt of the loss in value of reserves would fall on the Bank of Canada. 
If the Bank had abundant excess reserves, this loss would be a purely 
bookkeeping loss, with no ramifications for the Canadian economy. If 
on the other hand, as is especially likely in war-time, the Bank were 
close to the limits of its expansionary power at the time of the reduction 
in the American price for gold, the Bank would be faced with a difficult 
choice. It would be compelled either to force contraction of credit with 
possible serious deflationary effects upon Canadian business, or to 
maintain the price of gold in Canadian dollars. If the latter course 
were chosen, Canada would tend to replace the United States as the 
best market in which to send gold, and gold would probably begin to 
flow into this country. Since Canada is not quite so safe a place for 
capital as the United States, the volume of gold inflow might be less 
than it was for the United States. Now, in so far as Canada still had 
considerable unemployment, this situation, which would make possible 
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an export surplus, would not be undesirable. But under war conditions 
the level of employment is likely to be high, and an import surplus is 
desirable. Thus Canada would be obliged either to inflate on the basis 
of the gold inflow, to raise the price level and discourage exports, or to 
follow America in reducing the price of gold. If this were done after 
a lag, during which gold flowed into the country, and the gold were 
then to be used to finance an import surplus, it might prove advan- 
tageous to Canada and conducive to efficient pursuit of her war aims. 
If the lag corresponded to the interval during which the remaining 
slack in employment was taken up, it might prove to be a fortunate 
development for Canada. But this is too much to hope for. In any 
case, gold represents some 20% of Canada’s exports, and has no other 
important use. It would be hard to replace it as a source of foreign 
exchange without losses in another direction. 


In general, then, it seems that the American dollar policy is not 
yet doing America any harm, and is now doing the Allies some good. 
There seems to be no good reason for reversal of this policy in the near 
future." 

14For further discussion of the problems raised by Graham and Whittlesey’s 


book, the reader is referred to S. E. Harris in Review of Economic Statistics, 
February, 1940, and Alvin Hansen, Yale Review, Spring 1940. 














WHAT BUSINESS EXPECTS OF THE 
BUSINESS GRADUATE 


LLOYD SIPHERD 


Mr. Sipherd discusses the basis for the misunderstandings which hinder 
the assimilation of business graduates into business. 


* * * 


HE title “What Business Expects of the Business Graduate” might 

well be turned around to read “What the Business Graduate Expects 
of Business” because the writer proposes to dwell on a number of points 
which seem to be the basis for the misunderstandings which hinder the 
assimilation of business graduates into business. There appear to be 
several reasons why business graduates fail to get off to a good start 
when entering business and there is also ample evidence that business 
employers frequently fail to do their part in facilitating the adjustment 
which new employees must make when entering their business careers. 


The writer does not assume that there are no business men who do 
not fully understand these problems of adjustment. There is an encour- 
aging number of such employers who successfully capitalize on what 
universities have to offer. Also, there are many graduates who, through 
experience or good judgment, adapt themselves quickly to their jobs 
once having secured employment. Much credit is due such individuals. 
But, by and large, there are few employers and prospective employees 
who do not face one or more of the difficulties referred to below and 
it is to these individuals that the following remarks are addressed. 


BUSINESS EDUCATION AND THE JOB 


Schools of Business in Canada are relatively young. The Depart- 
ment of Business Administration at Western was established in 1923. 
Such a school will not make itself really felt in the business world until 
its graduates have progressed to positions of importance in business 
organizations throughout the country. Consequently, a great many 
employers today know very little about the real aims and methods of 
a school of business and, therefore, have entirely the wrong impression 
of what a graduate of such a school has to offer. A common misappre- 
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hension is that the business graduate has spent four years taking highly 
specialized courses to prepare himself for advanced positions in the 
commercial or financial world. Such a point of view naturally leads 
to the conclusion that most business graduates will be “choosy” about 
what positions they will consider and that they will use such openings 
to obtain a flying start to success in business. 


Although a great deal of effort is made by the University staff 
to develop in him a proper view of the real function of his academic 
training in business, the business graduate frequently develops a 
misunderstanding as to just what his learning will do for him in getting 
a job. Too often he feels that the passing of his exams gives him the 
key to success in business and hence he is deserving of special consider- 
ations on obtaining employment, which are unreasonable. It is very 
important, therefore, for both the employer and the prospective 
employee to understand the nature of the equipment with which a 
business graduate starts out in his business career. 


To be sure, the courses which are offered to the business student 
are specialized. All courses, aside from the purely introductory course 
offered in the first year, are classified under five divisions, corresponding 
to the main divisional activities of a business. These are Accounting, 
Marketing, Production, Finance ard Statistics. However, the objective 
of the teaching staff is not to produce trained accountants, bankers, 
sales managers, factory superintendents and statisticians. Although 
the student does learn a certain amount of procedure and information 
which comes useful when entering upon a position calling for special- 
ized training, this part of his equipment is of minor importance. The 
whole point of view of the classroom instruction is that the student 
must primarily develop his reasoning capacities and become thoroughly 
acquainted with principles of business management. 


This accounts for the adoption of the case method of instruction 
at Western. This was introduced by Prof. E..H. Morrow seventeen 
years ago. Prof. Morrow is now the head of the Business Department 
at the University of British Columbia. The teaching staff has always 
been careful to point out to the students that the study of actual business 
situations is not to teach them facts regarding the manner in which a 
business functions, although much that is useful is learned, but rather 
to teach the student that certain fundamental principles govern policy. 
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It is the task of the student to recognize these principles and to apply 
them on the basis of the best judgment he is able to bring to bear on 
the problem. 


It is doubtful that a business course should be conducted on any 
other basis. Business men should clearly understand that it cannot be 
the function of the universities to teach students the technique of 
operating the different departments of a business. Therefore, any 
prospective employer of a business graduate should never look upon 
such a recruit as one who comes to him equipped with a highly special- 
ized training and able to undertake advanced responsibilities from the 
outset. Actually, he is hiring an individual who, in many respects, is 
pretty much on a par with any other prospective employee. He knows 
little of the operation of the particular business and will likely look 
just as awkward as a high school graduate at the outset, no matter what 
job is given him. 


If the business graduate will realize that such will be the case at 
the outset of his business position he will remove once and for all any 
unjustified feeling of superiority over competing applicants for the job. 
Probably the worst possible impression he could make on a prospective 
employer is to boast that with his training he “will set the world on 
fire.” If he is wise, he will take the attitude that he realizes that he 
must start pretty well “from scratch” and that it is his purpose to work 
hard to show what he can do. As far as his fine university training is 
concerned, this will take care of itself when the occasion demands. 


THE PROBLEM OF PROMOTION 


The preceding remarks apply primarily to negotiations between 
employer and prospective employee. But the more difficult problems 
yet remain to be faced. I refer to the actual placing of the individual 
in the organization and his promotion. It is here that many mistakes 
are made, resulting in turnover and hurt feelings both on the part of 
the employer and the employee. 


From the standpoint of the employer, this error frequently lies in 
the fact that he fails to recognize that the old principle of hiring 
employees cannot operate smoothly where university men are employed. 
Probably the majority of the employers in Canadian business today 
have attained their positions from very humble beginnings. They have 
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gone to work after finishing high school, or even before this, and have 
spent year after year at modest clerical or factory jobs drawing exceed- 
ingly low pay and achieving recognition only after slow, painful 
progress. This is frequently referred to as the “University of Hard 
Knocks.” 


There is no denying that this is a thorough way in which to learn 
the business. Such individuals have a right to point with pride to such 
a business career. However, they should realize that to adhere to a 
policy of hiring employees very young and insisting on promotion 
strictly on the basis of seniority has its disadvantages. 


In the first place, such a business does not attract university men. 
As a matter of fact, it discourages anyone who is aggressive and 
ambitious. Probably this would not prove a handicap to a business if 
it were possible to train men for business responsibility slowly. But 
today the tempo of business is such as to require quick adjustment. 
Any business that expects to maintain progress must give a great deal 
of attention to the task of picking out individuals in the organization 
who show unusual promise and to see to it that these are given every 
opportunity to grow swiftly into positions of importance. Yes, this 
means scrapping! the old seniority rule to some extent. It will cause 
some headaches, to be sure, but it’s worth the trouble. The writer has 
no hesitation in saying that the most successful businesses today are 
those which follow a policy of keeping constantly on the lookout for 
promising material and see to it that men of real promise are given the 
opportunity to advance as fast as their talents permit. 


The writer hastens to add that the foregoing argument for a 
liberalizing of the old seniority rule is not an attempt to coerce the 
business man into believing that his salvation lies in making room in 
his organization for university men and seeing to it that they are 
promoted fast. What has been said applies to any employee, regardless 
of his educational background and experience. As a matter of fact, 
there are plenty of young men in business today who are infinitely 
better qualified for business leadership than many university gradu- 
ates ever will be. Let there be no mistake about this. Possession of a 
university degree in business is not necessarily an assurance of a 
successful business career. However, business men should realize 
that every year there are men of unusual promise graduating from 
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universities, and to discourage such men from making application for 
employment is short-sighted policy indeed. 


Looking at this problem from the point of view of the university 
graduate, there are certain pitfalls to be avoided. Although the writer 
begs employers not to place a new employee fresh from a university 
into the same groove as anyone else and expect him to await his turn 
for promotion, he certainly does not argue that such an employee should 
be given a “soft”? job somewhere up the line. Quite on the contrary, 
he probably should not be given a “white collar” job at all. I refer 
particularly to manufacturing or trading organizations. To illustrate 
my point, in the case of manufacturing organization, a new employee 
might well be considered fortunate if his employer insists that he get 
into a pair of overalls and work for a while in the factory. He would 
learn far more about the business this way than to hold a desk down 
somewhere in the office. 


It is difficult to explain just what constitutes the ideal policy. 
Speaking in general terms, however, the employer should develop a 
plan whereby the new employee actually learns how things are done in 
the business by doing those things himself. He might well work for a 
while in the receiving department, actually handling the raw materials. 
He might well spend some time in the different manufacturing divisions 
in order to understand fully all operations. Especially if the company’s 
product is distributed direct to the ultimate consumer, he may well gain 
a great deal of experience working as a helper on a delivery truck. 
When the proper time comes, there is much to learn in an office. He 
must know thoroughly the order, pricing, and invoicing procedure. By 
this time, if he has shown any talent for selling whatsoever, the best 
possible training is in the sales department, even if the selling assign- 
ment is very limited. 


Of course, such a plan is not feasible for all organizations. However, 
it will serve to emphasize a very important principle. It is that a plan 
whereby promising employees are given the opportunity to receive the 
maximum experience will invariably develop executive ability in the 
organization more quickly and more thoroughly than any other plan. 
To make such a proposal more concrete the writer wishes to submit the 
following suggestions: 
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To the Employer: 

(1) When employing a university graduate, rather than place him 
in some one position, plan in advance to shift such an individual around 
in the organization in such a manner as to give him maximum knowledge 
of the business. It means subordinating immediate needs of this busi- 
ness to long-range needs. It means that the new employee is started 
out in jobs for which he is not slated by the employer. It may mean 
that the employee is given little opportunity to contribute to the organi- 
zation for a period of months. But it also means that if the employee 
has any real ability he will be capable of much more rapid development 
in the organization than is usually permitted by any other method of 
early training for promotion. 


(2) The progress of the employee during this early period should 
be carefully watched. The speed and thoroughness with which he 
adapts himself to his different jobs is important. The way he gets 
along with his fellow-employees is important. Most important of all, 
the particular capacities of the employee should become evident. This 
has a great deal to do with the employee’s later opportunities for 
promotion. 


(3) The salary of the employee’ during the early training period 
is not very important, so long as he earns enough to support himself 
in a satisfactory manner. It should be borne in mind, however, that 
most university graduates must be self-sustaining after leaving school 
and in most instances they are living away from home when entering 
business. 


(4) After the training period is over and the employee has been 
placed in a position where it would appear he is best fitted, promotion 
from this point should be on the basis of merit. As the saying goes, 
“this is easier said than done.” The writer is fully aware that it would 
be costly to ignore all rights of seniority in the organization. Never- 
theless, it is urged that it is even more costly to discourage men with 
superior ability, whether university trained or not, by refusing them 
greater responsibility when it is apparent that they can carry it with 


ease. 


On the other hand, if an employee shows little aptitude and interest 
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in his work, certainly in justice to the employer as well as the employee, 
his services should be dispensed with. A high turnover of employees 
at this stage is relatively unimportant compared with a high turnover 
of men who have been with the company for some time. 


(5) Take a keen interest in each employee. There is no greater 
incentive to a young man that the knowledge that his boss is watching 
his every move, quick to give constructive criticism and equally quick 
to recognize progress made. 


To the Employee: 


(1) Recognize that the best possible start you can be given in 
business is a position selected more for what it will teach you regarding 
the business than for respectability. To put it bluntly, you may be 
infinitely better off making a start lifting cases in the warehouse than 
in the office behind a nice desk in pleasant surroundings. 


(2) The way you tackle your job, no matter what it is, has a real 
bearing in your later progress in the organization. Don’t forget that 
there are two reasons for every job assigned, namely, to give you 
experience, and to give your employer an opportunity to observe your 
interests and aptitudes. 


(3) There is one very important reason why anyone just entering 
business should realize that for many months, perhaps a year or more, 
he has little opportunity to contribute much to the firm and hence is 
in no position to expect an income beyond a living wage. During such 
a period, it is unwise to undertake financial commitments of any impor- 
tance. You will find most employers more willing to give you a chance 
if they are convinced that you can see yourself through the apprentice- 
ship period on a limited income. 


(4) If you become convinced that the organization in which you 
are employed does not possess the opportunities you seek, the only wise 
plan is to leave it. However, a sincere effort should be made to find 
yourself. Giving up during the early period of employment may result 
from restlessness, rather than genuine dissatisfaction. This is not only 
bad for the individual but such has a real influence on the attitude of 
the employer towards other graduates who may wish to apply for 
employment later on. 
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BRINGING BUSINESS AND THE UNIVERSITY CLOSER TOGETHER 


This article has been motivated by the realization that business 
men in general do not clearly understand what Canadian university 
schools of business are trying to accomplish and hence take little 
initiative to see that the work of the university is fully capitalized upon. 
Also, students approach their entry into business after graduation with 
too little knowledge of how best to handle their adjustment. There- 
fore, the writer would largely fail to accomplish much in the writing 
of this article if something weren’t said about removing the causes of 
this lack of understanding. 


The real solution has already suggested itself. Business men and 
the universities should become better acquainted. This can’t be accom- 
plished by the business men visiting the university, shaking a few 
hands and observing how students act. As a matter of fact, they would 
likely get the wrong impression entirely. What is really needed is 
personal contact with the students under circumstances permitting 
business men to see the students in action. Business men should realize 
that it is the policy of the university to provide just such opportunities 
and it is along these lines that the following suggestions are made: 


(1) If at all possible, business men should meet with students in 
their classes for the purpose of discussing some business problem which 
is of interest. The business department welcomes all opportunities for 
such meetings with business men, especially when subjects can be 
discussed that prove really enlightening to the students. The business 
department does not want speeches. It proves far more fruitful if the 
visiting speaker sits down with the class to discuss informally his 
subject, giving the students ample opportunity to enter into the dis- 
cussion. One additional suggestion might well be made. Before laying 
plans for such a seminar, discussing the matter with the instructors 
will prove exceedingly helpful to the speaker in determining the type 
of discussion and the method of presentation which proves most helpful 
to the students. 


(2) To a student of business, seeing the inside of a factory is very 
much like working in a laboratory in a science course. During his 
course at the University of Western Ontario, the student is given as 
many opportunities as possible to visit Canadian businesses. For 
example, students in the Factory Management course have occasion to 
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go through a great many plants. There really cannot be too much of 
this sort of thing. Therefore, the business man can help immeasurably 
by not only welcoming such groups of students but making every effort 
to see that they are conducted through the plant in such a way as to 
give the students as clear a picture as possible of its functioning and 
to provide the opportunity for questions on such matters as layout, 
quality, control, etc. 


(3) Many occasions arise in which businesses are asked to co- 
operate with students who are undertaking to gather information in 
the field. Business students are expected to do a certain amount of 
research of some character during the latter part of their college 
career. In a great many instances, this is the first opportunity the 
student has to study the functioning of a business organization from 
the inside. Unless great care is taken, such a student fails to gain 
anything fundamental from his effort and very frequently succeeds in 
making a nuisance of himself. Yet it must be realized that here lies 
one of the best opportunities business men have to assist university 
men in getting an understanding of business. It may even go a long 
way towards aiding the students in directing their energies at seeking 
a job on graduation. Therefore, it is suggested that business men 
co-operate as thoroughly as they can in providing: such opportunities 
for students. It is not enough, though, to open one’s door to students 
for such special work. It is equally important to have a clear under- 
standing as to just what the student seeks and then to pave the way 
for him to accomplish his task. If the business cannot honestly open 
the way for the student to really accomplish his task, then the student 
should be advised accordingly and not allowed to proceed. 


(4) Much of the material studied by the students in their courses 
consists of case studies from actual business gathered by bureaus of 
business research. The task of gathering such case material in Canada 
has only recently been undertaken. Much yet remains to be done. This 
research must be carried on largely by the instructors themselves. This 
work can be greatly facilitated by a co-operative attitude on the part 
of business men when it is possible to provide the university with 
material which can be used for this purpose. 


(5) A few Canadian business and financial organizations have 
begun to develop definite programs for getting acquainted with each 
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crop of university graduates with a view to making a sound solution 
from among those available. Not only do they arrange to send some 
member of the organization especially qualified for the assignment to 
the universities near the close of the term but they are well equipped 
with questions designed to obtain the maximum information about the 
different students interviewed. 


Not all businesses can benefit from an adoption of this policy but 
nearly every business may well benefit from a keener interest taken in 
the company’s employment policy. Whether anything results from the 
effort or not, every business man who has an opening in his organization 
should approach the university and arrange to meet with graduates 
who are interested. The university will gladly do everything that is 
necessary to bring about such interviews. This represents quite a 
change from the old attitude that employees should get out and walk 
the streets for his job. Some may fear that such a plan would cause 
the graduate to feel that he is being sought after, thus creating a seller’s 
market for his services. Actually what is meant is that business is 
taking advantage of the best single agency for bringing employees and 
prospective employers together. 


But whether the prospective employer follows this suggestion or 
not, at least he should see to it that his firm cordially welcomes all who 
seek an interview for possible employment. The company should have 
a well-planned application form and care should be taken that a 
responsible official conducts the interviews. Such an official should 
qualify by virtue of his ability to question the applicants along the 
proper lines. Few applicants succeed in showing their real self where 
they assume the initiative at the interview. It takes unusual tact and 
ability to determine an applicant’s real personality and interests, but 
not until a pretty good understanding of these is had is the employer 
in a position to make a good selection from among the applicants. 


(6) Finally, business men should take an interest in the efforts of 
the business department at the university through their various service 
organizations. One of the finest ways to do this is to provide for the 
members of the training staff to speak before the various groups. Not 
only do these men have messages well worth hearing but it gives them 
an opportunity to explain just what the university is undertaking to 
do to prepare young men for business careers. 
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CONCLUSION 

It is quite likely that much of this article will have little application 
to the situations of many of those reading it. Some will take exception 
to points which have been raised. However, if any of the suggestions 
can serve in some manner to throw light on this problem of developing 
a more enlightened employment policy on the part of business and will 
show the way to a more effective program for assimilating university 
graduates into business and making provisions for their development 
commensurate with their abilities, then the effort expended will be 
many times repaid. 





LIFE ASSURANCE AND THE FUTURE 
DAVID KILGOUR 


“The manner in which the business of life assurance is 
facing the challenge of the war is vital to the country as a 
whole and to the millions of people who have pooled their 
small sums for protection and security.” 


* * * 


T the time of writing eight months have elapsed since the declara- 

tion of war—months in which the world has been by turns shocked, 
surprised, baffled, disappointed, stunned or inspired by the events which 
have occurred in the swiftly changing scene of conflict. During these 
months we have had time and opportunity to adjust our thinking, to 
resolve our immediate problems into practical terms, and to participate 
individually and collectively in the conduct of our own and our country’s 
business on a war-time basis. No forecast of the future can be made 
without considering the immediate as well as the probable future effect 
of the war itself on the life assurance business. 


The change from peace-time to war-time economy has been made 
with far less dislocation than most of us anticipated—certainly far less 
than that which marked the beginning of the war of 1914 to 1918. This 
is true because, in spite of all comment to the contrary, we were 
actually vastly more prepared for war in 1939 than in 1914. The possi- 
bility had faced us every day for many months from the pages of books, 
magazines and newspapers, and had drummed on our ears during 
countless radio broadcasts. And so, although the final outbreak of war 
was still a shock, its effect was more rapidly absorbed because we had 
known for so long that it might come. The hysteria, the dislocation of 
business that marked the autumn of 1914 have been entirely non-existent 
this time because people were prepared, at least to some extent, for war 
and its problems, and ready to do in a calm and unflurried way what- 
ever might be required of citizens of a country at war. 


Monetary controls began to function almost at once; withdrawal 
of capital was prohibited; a temporary flurry of hoarding was soon 
corrected; wide price fluctuations were prevented, and businesses of 
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all kinds have been able to carry on under the new rules with amazingly 
little disturbance to producer, distributor or consumer. 


In saying this it is not my intention to minimize the problems which 
have been and are being faced by individuals, and by those in positions 
of responsibility whose decisions affect the lives of others in every walk 
of life. That these problems are being so well met is a tribute to the 
attitude of co-operation that exists today, and to the ability of our 
people to meet new situations as they occur. 


The manner in which the business of life assurance is facing the 
challenge of war is important, because this business is a vast co-operative 
enterprise in which millions of people have pooled their small sums for 
future protection and security; these small sums when put together 
form a tremendous reservoir on which nation and individual alike can 
draw in time of need. It is vital to our country as a whole and to the 
314 million people who are our policyholders that life assurance should 
give a good account of itself in these war years. In peace, life assur- 
ance fits quietly into the general picture as its business is carried on 
against a background of productive and constructive activity. In war, 
against a background of destruction and waste, life assurance stands 
out by contrast as a great bulwark of security, a protection against 
the future that will continue, come what may, to be effective. 


In the years of the last war, and subsequently, life assurance in 
Canada has made great strides, as indicated by the following table: 


Dividends 

Business Paid to 
Year New Business in Force Assets Policyholders 
1913 $158,732,000 $ 945,359,000 $ 233,244,000 $ 2,159,000 
1914 153,006,000 999,358,000 257,827,000 2,638,000 
1915. 147,036,000 1,044,283,000 274,243,000 5,212,000 
1916 .... 173,609,000 1,131,935,000 298,078,000 3,483,000 
1917 211,417,000 1,261,116,000 322,745,000 4,188,000 
1918 .. 220,894,000 1,394,823,000 348,709,000 5,507,000 
1919 .... .. 389,239,000  1,712,062,000 376,604,000 6,472,000 
1938 ....... 684,830,000 7,489,813,000  2,249,796,000 31,171,000 


It should be noted that considerable progress was made during the war 
years 1914-18, and this fact may be regarded as a possible barometer 
of what life assurance experience may be during and after this war. 
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We are, I think, quite justified in expecting increasing sales, 
because people are inclined to take a more serious view of life during 
war-time and to make what provision they can against a future that 
seems more uncertain than ever. They have a broader conception of 
what life assurance can do for them, and the popularity of income 
provision features today raises the objective of the average policyholder 
to a much larger coverage than was usual a generation ago. Investors 
today are faced with greater than usual difficulties in selecting their 
own investments, and are more than ever inclined to turn this problem 
over to the insurance companies, where they are guaranteed 100 cents 
on the dollar for the value of their contracts. 


Having suggested some of the reasons why the upward trend in 
life assurance may be expected to continue, let us examine some of the 
problems which face the business. War superimposes upon life com- 
pany management a new set of conditions and creates additional 
problems. The similar experience of the last Great War may in some 
measure serve aS a guide in coping with present problems. 


Mortality.—War casualties have an obvious effect upon mortality 
experience during a period of war, but it is interesting to note that the 
records of life assurance companies show that the mortality during 
1914, 1915, 1916 and 1917 remained under that expected, and rose over 
the expected figure only in 1918, when the flu epidemic added its toll 
to that of the war. 


At the outbreak of war last September, as a protection to policy- 
holders against the influx of new policies involving an excess of war- 
time risk, a war provision was added to all policies issued to residents 
of countries at war. In essence this provision limits the benefits 
provided if death occurs: 


(1) While engaged in military or naval service outside this continent, 
or within six months after return. 


(2) While engaged in air force service, or through flight other than 
as a passenger. 


(3) While travelling abroad as a civilian. 
By arrangement among the companies, after consultation with the 


Dominion Government, certain of the foregoing hazards may be guarded 
against by the payment of appropriate extra premiums. Increases in 
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the amount of the extra payment may have to be made in time, if the 
experience of the last war is repeated. At that time the extra advanced 
to $150 per year per $1,000, as compared with the rate of $90 which 
is now applicable. By 1915, because of the high percentage of war 
risks in comparison to civilians, most companies had reached the stage 
where they found it necessary to restrict sales to soldiers. Contracts 
already in force before the application of the war provision last Septem- 
ber, of course, remain unchanged, and those holding them are as fully 
protected as before whether or not they engage in war service or travel 
in the war zones. 


Underwriting.—In addition to imposing the war provision all life 
insurance companies are finding it necessary in these times to submit 
all new business to careful underwriting scrutiny, to guard against 
unfavourable selection of risks. Only by setting an extremely high 
standard in this regard is it possible to avoid accepting at standard 
rates cases on which experience is likely to be unfavourable. A high 
standard of selection is particularly necessary because of the excess 
risk of war casualties which is being borne on all policies issued prior 
to the outbreak of hostilities. 


Foreign Exchange Control_—The international business of the 
majority of Canadian life assurance companies has made foreign 
exchange control regulations a major administrative problem. More 
than half the business of these companies is foreign business, much of 
it in the United States. It is essential that this business be carried on 
as normally as possible, as it represents a large and steady flow of 
money into Canada, which she is most anxious to maintain. With this 
end in view the Foreign Exchange Control Board introduced early in 
the war the following regulation: 


“Any life insurance company authorized to do business 
in any part of Canada and also authorized to do business in 
any country or countries outside Canada, is authorized to 
continue to conduct its business in accordance with its normal 
procedure.” 


Although the administration of F. E. C. B. regulations in each company 
represents certain problems and certain costs, the companies have 
readily assumed these burdens. The Board, for its part, has given very 
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careful consideration to the admittedly difficult exchange problems of 
the life assurance business. 


Personnel.—All business is faced with a personnel problem in time 
of war. Able men leave their posts to join the services or perhaps 
engage in work for the Government. This loss of key-men creates the 
necessity of having replacements available and trained to assume the 
more responsible duties. In the case of life assurance companies, there 
is also a loss of agency managers and agents, particularly in the younger 
age group—men just introduced into the business and in whom a con- 
siderable investment in education and training has already been made. 
It becomes necessary to enroll many new agents to safeguard against 
a too badly depleted agency force. The enlistment of home office or 
branch office men on a regular salary may in some cases mean hardship 
to the individual through reduction in salary. Many of the companies 
have seen fit to introduce measures to provide some financial assistance 
in such cases. Most companies have also assured the enlisted man 
that a place will be found for him when he returns, and in the cases 
where the companies have pension schemes for their employees some 
arrangement has had to be made with regard to continuing the benefits. 
Depletion of home office and agency forces comes at a time when, if 
the experience of the last war is any guide, the volume of life assurance 
sold may increase rapidly, and this combination of circumstances serves 
only to aggravate the personnel problem. 


Costs.—Increasing costs will undoubtedly affect the conduct of the 
life assurance business in a number of different ways. Higher costs 
of living and of articles in general use will eventually mean larger pay- 
rolls and heavier operation expenses. Already prices of paper and 
other supplies have advanced materially, new taxes have been imposed 
and additional ones are inevitable; such war-time measures as soldiers’ 
pay assignments have increased accounting costs. These are examples 
of the upward expense trend that presents a problem of some magnitude 
to life assurance executives. 


Taxation is expected by individuals and corporations alike as a 
necessary measure to pay for our part in the war, and the Finance 
Minister and other Government spokesmen have made it plain in their 
public utterances that it is their intention to finance as much of this 
war as possible out of current income. This is a problem we must 
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meet as it comes; one which will perhaps materially increase our costs, 
and may make necessary certain adjustments in rates or dividends. 


Investments.—Perhaps the most important problem of the life 
assurance companies in this unpredictable world relates to investment 
matters. The first thing that must be considered is the possible effect 
of war conditions on the future of the interest rate. Will the demand 
for funds for war purposes necessitate a hardening of the interest rate, 
or will the controls and monetary management which have been insti- 
tuted in the majority of nations be powerful enough to control the rate 
of interest and keep borrowing rates low for the duration of the war? 


If interest rates harden from these levels, valuation of bond assets 
may become a problem and depreciation of bond assets may cause a 
depletion of surplus or investment reserve account. This is a matter 
which will be transitory in character, as by far the greater proportion 
will be eventually recovered and a life assurance company lives on its 
income, not its principal. 


If the monetary controls are sufficiently powerful to maintain the 
interest rate at its present level or even lower, the problem is created 
of probably lower earnings. Alternative forms of investment during 
such a period will in all probability be a minimum and by far the greater 
proportion of the increase in life assurance company assets will find 
their way into Dominion Government bonds. 


Of interest also to life assurance companies is the degree of taxation 
which will be imposed on industry, what effect it may have on equity 
share values, what degree of inflation will be allowed or will become 
necessary in order to finance the cost of participation in the war. 


The degree of inflation which will occur also creates a problem 
with respect to distribution of assets. Life assurance companies can 
do much to protect their assets, but cannot guarantee any policyholder 
or beneficiary against a change in the purchasing power of the dollar. 
Indications are that governments plan to limit this in every way possible 
through borrowing at low interest rates, through higher taxation, 
through conservation of international assets, through enforced savings 
possibly, through curtailment of consumption, etc. — all restrictions 
designed to safeguard to the greatest extent possible the value of the 
dollar and its purchasing power. 
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Post-War Problem.—The most severe test of the life assurance 
companies may come not during the duration of the war, but in the 
inevitable dislocation that will accompany the transition from a war- 
time to a peace-time economy. The life assurance business suffered 
greater setbacks during the depression than during the last war, and 
so it may find more difficult problems facing it at the end of the war 
than during it. The slowing up of industrial production, and the return 
to Canada of the men who have been engaged in war will mean unem- 
ployment and unrest. However, one fact gives reason for hope of 
better post-war adjustments than were made in 1918, when there was 
a general feeling that Utopia would come when the war ended, and 
that the world would automatically be safe for democracy. Today we 
have realized from the beginning that when the disease of war has run 
its course there will be need of skilled treatment to bring recovery to 
a sick and weary world, and efforts are being put forward even now 
to plan what that treatment shall be. 


Sanity and conservative management and far-sighted adminis- 
tration will do much to minimize the evil effects of this war period, and 
as these qualities have marked the growth and development of the life 
assurance business it is to be expected that they will carry it through 
today’s difficulties. Its long record of ‘service to policyholders has 
remained unbroken during war, epidemic and depression in the past. 
In good times life assurance companies have prepared for bad by storing 
up a portion of surplus as a reserve against unforeseen or abnormal 
demands. This fact has assured the prompt payment in good times or 
bad of every rightful claim. The achievements of life assurance in the 
past have contributed a great measure of financial stability to the 
nation, have improved public health and morals, and have opposed the 
inroads of poverty and dependency. Meeting new problems with a 
resolute determination, there is every reason to feel that life assurance 
will continue successfully to fill the role of a true champion of 
democracy. 


In times like these it is difficult to be wholly optimistic about the 
future. From our point of view the world seems rapidly to be dividing 
between one group of nations that represent the forces of evil, and 
another—ourselves included, of course—that represent the forces of 
good. Now no nation is wholly bad, as no nation is wholly good. The 
average German, if permitted to exercise his freedom of will, would be 
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motivated by much the same ideals and ideas as we are. The tragedy 
is that under circumstances which were largely of their own devising, 
in part due to impoverishment from the previous war — not the last 
peace as they so blatantly insist — they have become the prey of 
demagogic influence, and the very forces that have been allowed to get 
control are as godless as they are dynamic, and as depraved as they 
are resourceful. In great democracies the men at the head, whatever 
we may say of their abilities, have been chosen because of their appeal 
to the average, decent, God-fearing, law-abiding citizen, and proof of 
this is abundant when we realize that in Great Britain, in Canada and 
in the United States the government heads, regardless of their political 
proclivities, have been men of this type. Ex-Premier Chamberlain has 
been much maligned because he sacrificed so much for peace, and since 
war commenced he has been criticized for not taking the initiative, as 
Germany has done, by going into neutral countries and seizing points 
of strategic importance. The war may be prolonged by what has 
happened and is happening, but I have faith that what is wrong cannot 
endure in the end. 


Looking towards the future, whatever the vicissitudes that may 
lie immediately ahead, I believe that with Anglo-Saxon might and 
perseverance, French courage and pride of race, and the support of 
other great countries where public opinion is rapidly crystallizing, the 
cause of right which we believe to be ours will be vindicated. 


No one can predict what order of things may come out of the 
present world upheaval, but I am inclined to think that the order will 
not be so greatly changed as some people suppose. Undoubtedly Europe 
will suffer the most and all countries there, including Great Britain as 
well, will be greatly impoverished. It is no doubt futile to discuss what 
sort of peace we shall have, for so much will depend on whether the 
war will terminate through the military supremacy of one side, or sheer 
exhaustion of one or both sides. As compared with other parts of the 
Empire, and certainly as compared with all parts of Europe, Canada 
should be in a preferred position to build for the future when peace 
does return. This continent will be an asylum for the war-ridden and 
weary people of the older world. With vast unsettled areas and 
tremendous undeveloped resources, Canada will become a land of 
opportunity, and as a nation we will have an obligation as well as the 
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need to share our heritage with other people. We will have the right, 
of course, to choose whom we will permit to become citizens of the 
country, but we will have neither the moral right nor the physical 
power to preserve this great country for ourselves alone. There must 
still be many among the finest type of people now living in Northern 
Europe, and particularly among our own stock from the British Isles, 
who through impoverishment, fear of the future and lack of opportunity 
at home, would welcome the chance to come to this country and help 
us build up a greater Canada under the British Crown. 


I am optimistic enough to believe that whatever else may come out 
of this war, the Anglo-Saxon countries will be drawn through necessity 
very much closer together, and that whatever our political relations to 
the Old Country may happen to be, the bonds of sentiment between all 
parts of the British Empire and the United States will be cemented 
more strongly than they ever have been in the past. 


Canada should rise more quickly from this world holocaust than 
most other countries. I believe, as I have said, that there will be a 
great impetus given to immigration, and that with the tremendous 
resources of our country still substantially unimpaired the future of 
this northern part of the continent will indeed be bright. This is not 
merely wishful thinking on my part, but has a background of sound 
economic reasoning, and is supported by leaders of public thought in 
the Old Country as well as on this continent. Canada’s present duty 
as a nation is to carry on in her war effort. The duty of our citizens 
is to work energetically, courageously and with supreme faith in the 
future of our country and our people. 

















MERCHANDISE TESTING 
E. J. TYRELL 


“The need for scientific information on consumer merchandise is part 
and parcel of the responsibility of the retailer to his customer.” 


* * * 


INCE the earliest times of trade by barter to the modern methods 
of merchandise distribution there have been enormous developments 

in variety of merchandise, quantities produced, geographic distances 
of distribution and strata of society who have used this merchandise. 
But through all this change, which is so vast as almost to stagger the 
imagination, there still remains a basic fact which is so self-evident 
that it has almost been overlooked in many treatises on merchandise 
and merchandising. That is the simple point which has to be faced 
every day by every retailer—that products superficially the same may 
vary in value. And by value we mean the resultant of cost and quality, 
so that when comparative values are spoken of we must be comparing 
qualities in the same price range or price ranges in the same quality. 


Now to one class of retailer there is one overmastering factor— 
cost. Quality, though he may talk of it, forms a secondary part of his 
calculations. He may be said to be the retailer who still clings to the 
old motto “Caveat emptor”—‘“Let the buyer beware.” Of him we are 
not writing today. The retailer who has the modern, the advancing 
spirit, is the one who reverses this philosophy, who sees that his cus- 
tomers’ interests are his, and that he is, in spirit and in truth, a buying 
agent for his customers. To him “value” means not only price, but 
also quality. And it is to determine this “quality” that merchandise 
testing by modern scientific methods has become so necessary to the 
merchant. 


The buying of merchandise has probably never been perfectly 
simple and straightforward. The primitive traders were doubtless not 
above “sharp practices”; even in Babylon, about 2100 B.C., Hammurabi 
tried to control some of these practices by laws. And down through 
the ages we see a continual struggle against this “sharp practice,” the 
medieval “guilds” being in large part devoted to the maintenance and 
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furtherance of the quality of their products. But with all the expan- 
sions in manufacture, buying and selling, there had not been very many 
basic changes in the essential characteristics of the merchandise. A 
man who in our grandfather’s time had served his apprenticeship in a 
trade could be a pretty good judge of the particular merchandise he 
handled. He was usually a specialist in one type, and that probably 
had not changed basically for hundreds of years. But today his grand- 
son handles merchandise which is utterly new, and his son will in turn 
have goods which do not now exist. 


We have only to look about us to see the merchandise which a few 
years ago was rare or unknown but is now accepted as usual. We see 
aluminum utensils making great inroads on the field of the older sheet 
steel, cast iron and copper utensils, and now appearing we find stainless 
steel with its promise of fresh advantages. Pottery of all kinds is “as 
old as the hills” and while it has been developed over the centuries it 
has not basically changed. Now we see a new development of synthetic 
plastics having form, beauty and utility rivalling many of the qualities 
of the ceramics and having besides their own distinctive, desirable 
properties. 


Turn to the most utilitarian merchandise such as screws and nails; 
hammers, saws and wrenches, and here again we find new metals, new 
alloy steels, and new methods of producing the humblest products. For 
century after century there were practically only four textile materials: 
wool, linen, cotton and silk—all occurring in nature and all with his- 
tories reaching back to the mists of antiquity. But in the last thirty 
years or so there has come to join this family a lusty “test-tube baby” 
who has grown to the giant “Rayon” (ignoring the many aliases under 
which he hides). And today the press is full of talk of “nylon” and 
murmurs are heard of “vinyon.” There are even whispers of other 
fibres as yet unchristened but rejoicing in weird family names given 
them by their fond parents. And the whole thinking world is full of 
speculations as to what may yet be born from the minds and labora- 
tories of the research chemists, these modern high priests of this truly 
named “Chemical Age.” 


But you may ask what all this has to do with the retail merchant, 
who is, on the whole, but an ordinary, representative, average citizen. 
Just this—he is the channel through which all this flows to its ultimate 
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destination, his is the task of selecting for his customers the products 
which will best satisfy their needs and wants (which latter may not be 
the same things at all). And besides all this, he has to try to find 
which item in lines of competitive merchandise will enable him to give 
the best “‘value” to his customers; using the word according to the 
meaning given earlier in this article. Not all makes of tablets of such 
a familiar product as “acetyl salicylic acid” are necessarily the same, 
though they may be all described as “5-grain tablets” and of “standard 
quality.” For on most products there are generally accepted “limits of 
tolerance,” and the product may vary within this zone. Sometimes the 
zone is narrow, sometimes wide, and the product may conform to the 
best standards or may just sneak in above the lowest limit of acceptance. 
“Gresham’s Law” stated that debased currency always displaced the 
currency of higher value, and even A.S.A. tablets are subject to similar 
forces. In order successfully to resist and overcome these degrading 
forces it is first necessary to recognize “the villain in the plot,” even 
though he may smoothly masquerade as a plump and pure, full weight, 
high quality tablet. An analysis of a few makes of A.S.A. tablets 
showed that though they were all labelled “5-grain,” their actual con- 
tents of active ingredients varied from 4.65 to 5.04 grains. Now this 
is information that the customer would be glad, yes even eager to have, 
and therefore his buying agent, the retailer, should know it in order 
to serve the best interests of his customer. And it must always be kept 
in mind that the best interests of the customer and the best interests of 
the retailer are inextricably interwoven. 


On the statute books of Canada are laws which have to do with 
misleading trade practices. Among them is a new one which deals with 
the labelling of wool hosiery and which will be coming into force in the 
not so distant future. Now such regulations come about when practices 
such as the following practically force their adoption. Some men’s 
socks were labelled “Pure Wool” (in large type) with the subscription 
in small type “cotton reinforced” modestly making itself inconspicuous. 
Now it is quite ordinary to reinforce the points of greatest wear, the 
heels and toes, with a cotton thread for extra wear, but in this instance 
the cotton was found to be distributed throughout the whole sock, 
forming about 54% by weight of the total fibre content. How could 
the retailer know of this condition if he did not have his merchandise 
tested? 
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Let us look at a different type of product—paint. When a customer 
buys a can of paint it is really an act of faith. He gets something 
wrapped up in a tin can; he cannot see it, and even if he could what 
good would it do him? There is very little difference in the appearance 
of white paints when they are stirred up well in their cans; some look 
a little whiter than others perhaps, but even this is not a reliable indica- 
tion of quality. When the paint is applied some differences may show 
up in opacity, brushing quality, gloss, and so on, but even when freshly 
applied, white paints which vary greatly in quality do not show the 
variation in appearance that might be expected. About a year after 
they have been put out the true value starts to show up; but by then 
it may be too late for anything except regrets and vows of “never 
again.” Here again the customer has to rely almost entirely on the 
retailer, who must know about his merchandise. If cost is a secondary 
factor it is fairly easy to sell satisfactory merchandise, but when 
“value” is required, when avoidance of unsatisfactory merchandise even 
in the lower price brackets is sought, then the retailer must indeed have 
proper tests of the merchandise. To say that all the problems can be 
solved by selling nationally advertised merchandise would seem open 
to question, for if none of it is poor—if all is good—surely even then 
there are different degrees of quality which render some lines more 
desirable than others. And if this be true of those lines which are 
constantly under widespread public appraisal, what need be said about 
the lines which are not under even this uncritical and easy-going “test- 
ing,” but meet in competition with price as probably the greatest selling 
force? 


Do you not think that “paint” is a very elastic word; that within 
this term there is a tremendous variation in quality? Granting this 
variation, does it not follow that the modern retailer as we defined him 
previously, cannot escape a great deal of responsibility in selling 
products of a type of which paint in a can is illustrative? 


We have so far been looking at type examples and considering the 
ethical responsibility of the retailer. As you know, the retailer also 
has legal responsibilities with regard to advertising and selling 
merchandise, and yearly those legal responsibilities are becoming 
greater. Where it will end no one can say, and few will deny that 
certain trade practices have been the direct causes of controlling legis- 
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lation. If you would look into this in more detail, see such items as the 
general clauses in the Criminal Code which relate to specific claims 
and general misrepresentation, the regulations under the Precious 
Metals Marking Act, the Food and Drugs Act, the Pest Control Products 
Act, the Pharmacy Act, and others. A review of such regulations is out- 
side the scope of this article, but there they are, and in many instances 
it is the retailer who has to bear the responsibility of compliance with 
their requirements, and in order to comply, must he not know both the 
requirements and the facts about his merchandise? ‘These facts can be 
obtained by scientific testing of his merchandise. 


In the not so distant past scientific skill was chiefly exercised in 
plant control; then the value and necessity of fundamental and applied 
research was recognized and millions of dollars of “patient money” 
went and is still going into work which promised no immediate return; 
but not until comparatively recently has the need for scientific informa- 
tion on consumer merchandise been clearly seen. This last is part and 
parcel of the responsibility of the retailer to his customer, but in most 
instances it has not been taken up by the retailer but has fallen into 
the hands of groups who are carrying on this work of obtaining and 
disseminating information primarily to the restricted circle of their 
own subscribers. That this information is desired by many consumers 
would seem to be amply shown by the continued existence and expansion 
of these groups. 


It does not seem that any particular good could be accomplished 
by making this article a list of “horrible examples.” It is fairly easy 
to put forth such stories and by drawing certain deductions from them, 
to come to spectacular conclusions. If the author were to do so he 
might be classed either as a “muck-raker” or a “revealing light” accord- 
ing to the viewpoint of the reader. Though not desirous of being put 
in either category, let us look at a very few instances and try to get 
some sane conclusions from them. 


Among the many real advances in textiles may be classed that of 
producing printed cottons and rayons of a great variety of patterns 
and colours, in dyes which can be. easily laundered. Even from early 
times, coloured cottons fast to washing have been available but in a 
very restricted range of colours and patterns, and usually at a high 
price. Now there is an undreamed-of variety available to the “common 
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man,” but how can the retailer be sure that all the shades of a certain 
pattern will be equally fast to washing? Is he asking the impossible 
from the dyer in even expecting uniformity of fastness? It is, however, 
quite possible now to rate any product in “degree of fastness to wash- 
ing” by putting it through a closely controlled laboratory washing 
process. Thus if a merchant desires a particular degree of wash- 
fastness in fabrics, he can not only specify it, but it can be checked in 
the shipment according to recognized methods. When merchandise 
testing by or for the retailer becomes more general, concepts such as 
this will be more generally recognized ; until at last they will be accepted 
as axiomatic, and from the demands for information put forward by 
educated consumer opinion it would seem that this day is not far off. 
A careful reading of the amount of factual information regarding 
merchandise that is now being given in the more advanced Mail Order 
Catalogues, particularly in the United States, will likely convince even 
the skeptic that this is so. 


Earlier in this article we noted an example of a sock which was 
misleadingly labelled as to the wool content. Now this is only an illus- 
tration of a class of “errors” which are so frequently made in describing 
fabrics. One called a “satin,” a “crepe,” a “damask” or a “broadcloth,” 
may be made of one of a number of textile fibres or mixtures of them. 
We can have “satins” of silk, rayon, or mixtures of them; “crepes” come 
in wool, silk, rayon or cotton, as well as mixtures; “damasks’”’ in cotton, 
linen, or rayon, or mixtures; and “broadcloths” in almost any fibre or 
mixture except linen. How is the merchant going to be able to find out 
which is what, so as to be able to give his customers full, correct infor- 
mation? The answer is, “only by proper merchandise testing.” And 
so the list might be extended to pins, needles, razor blades, and logging 
chains; hairnets, house paints, and refrigerators; glassware, washing 
machines and baking powder. Big or small, animal, vegetable or 
mineral, they are all susceptible to that scientific evaluation which we 
have called “merchandise testing.” 

















OVERCOMING FEAR IN AIR TRAVEL 
CHARLES A. RHEINSTROM 


The publicity campaign adopted by American Airlines is based 
on the belief that people do not fear what they understand. 
Mr. Rheinstrom describes this campaign in detail. 


* * * 


EVERAL years ago—it was April 19, 1937, to be exact —C. R. 

Smith, President of American Airlines, Inc., startled the air trans- 

port industry with a full-page newspaper advertisement which asked, 
in bold letters: “Why Dodge This Question: Afraid to Fly ?” 


While some people engaged in the air transport business were a 
little nervous over the utter frankness of that advertisement, it made 
a deep impression on the public, resulted in a good many persons taking 
their first ride in an air transport and went a long way to change some 
of the misconceptions about air transportation.* 


1“We know that fear keeps many people from enjoying the advantages of air 
transportation. So why should we be silent on this subject? Regrettable as it is, 
there have been accidents and fatalities in every form of transportation. What we 
do not understand, is why some people associate danger with a transport plane more 
than they do with a train, a boat, a motor car, an interurban, or a bus. Is it 
because airline accidents have received more publicity? 


“The fact is, there are risks in all kinds of travel. 

“It is also a fact that the air transportation industry has shown greater 
progress and achieved a much higher standard of efficiency in a shorter span of 
years than any other form of transportation the world has ever known.* 

“Many of our regular passengers, who now prefer air travel to any other 
form of transportation, admit they were very timid about their first flight. Perhaps 
you say: ‘It is my business if I want to go on being afraid and confine myself to 
slower forms of transportation.’ No one questions that. The question is: ‘Is it 
good business?’ Maybe your competitor is flying. Many people lived and died who 
never rode on a train because they were afraid. Today we smile at those old- 
fashioned fears. And today, to the more than a million airline passengers of last 
year, the fear of air travel is just as old-fashioned. 

“American Airlines, Inc., has carried more than a million passengers. (*Note: 
At the time of writing, American Airlines is well on the way toward carrying its 
third million passengers.) These people travel by air for the same reason they use 
the telephone, send telegrams, and ride in elevators. It is a quicker, more modern, 
more efficient way to accomplish what they want to do. 

“This whole subject of fear about flying can be summed up as follows: 
PEOPLE ARE AFRAID OF THE THINGS THEY DO NOT KNOW ABOUT... .” 
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That advertisement, I believe, well illustrates the attitude of frank 
and fair dealing adopted by the air transport industry in all its public 
messages. 


Air transportation in the United States and on the North American 
continent is the fastest growing industry in the world today. It is 
that, primarily, because of its great utility. Busy persons, with little 
time at their disposal, have found that they cannot afford not to use it. 
But air transportation has won many new friends, I think, by the 
manner in which it has presented itself to the general public. This 
presentation is made by personal contact, by advertising, by pictures 
and articles in newspapers and magazines. Its whole purpose is to tell 
our patrons and possible patrons what we are doing and how we are 
doing it. i 


Every month, through our shops at LaGuardia Field, New York 
Municipal Airport, hundreds of visitors stream. They see food being 
prepared that will be eaten hundreds of miles away in the air that 
same night. They go into the Pilots’ Training School and see the rigid 
requirements this company makes of the men who sit at the controls 
of its Flagships. They stand in Hangar One and watch busy mainten- 
ance crews getting several of the big ships ready to go out on a 
scheduled flight. 


They go up into Flight Control and stand at the shoulder of the. 
Meteorologist, as he makes his careful study of flight conditions over 
the airline’s routes out of New York. They hear the steady rat-tat-tat 
of the teletype machines as they bring in messages from all over the 
nation telling just what flight conditions are in every nook and cranny 
of the country. And they hear the high-pitched voice of the radio as 
Flagships report their positions and other matters connected with airline 
traffic. 


From Flight Control they go to one of the most fascinating places 
in the New York plant, the huge shops in Hangar Five, where American 
Airlines makes its major overhauls on its flying equipment. Here they 
see aircraft literally stripped down to “skin and bone” as expert 
mechanics probe and test. They see upholstery repaired —or new 
installed — fresh paint replacing old. They see motors taken apart, 
examined with hypercritical hands, instruments and eyes, reassembled 
and then run for long hours on especially built test-stands. 
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They watch as propellers are disassembled, repaired if necessary, 
and then tested. They see men wearing hoods that would fascinate 
the most dramatic mind, welding heating units that keep passengers 
warm and comfortable as they fly thousands of feet above the earth. 
And then they go out on the observation deck and see scores of aircraft 
arriving and departing, each with its cargo of passengers, mail and 
express. 


By these tours through our shops, by these first-hand observations, 
we have taken the public into our confidence by showing them behind 
the scenes of airline operations. We let them see for themselves the 
painstaking efforts that go into the care and maintenance of our equip- 
ment. Any who might still have some slight fear in their mind about 
aircraft are certainly reassured when they see the efforts, the skill and 
the time which are devoted to the operation of air transportation. And 
they are further reassured when they stand at the observation deck 
and see hundreds of other people, men, women and children, old and 
young, arriving and departing on the aircraft of several lines. 


But not everyone who is a potential air line passenger has the 
time or opportunity to make the first-hand observations discussed above. 
Most persons who use air transportation, or who might use it, are quite 
busy. Consequently, through the printed word and picture we try to 
give them a complete picture of how an airline operates. We try to 
make this picture so complete that those who read our articles or see 
our pictures will feel that they have been taken behind the scenes of 
our operation. 


Our Publicity Department keeps a photographic eye out for any 
new developments —and these come pretty fast—in air transport 
operation or equipment in our Compaay. It gathers material and writes 
newspaper stories and magazine articles designed to tell the public just 
what we are doing. We don’t put out story material or pictures about 
any equipment unless it has been accepted by our Engineering, Operat- 
ing, and Maintenance Departments as standard. These stories tell about 
the equipment, what it is, what it does. 


Recently, as an example, we assembled picture material on all of 
the new machinery and equipment installed in our main overhaul shops 
in New York. These pictures showed the equipment in operation, the 
captions told what each machine did, how it contributed to the work 
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of keeping our flight equipment in excellent condition. One magazine 
devoted a two-page spread to these pictures, an indication of the wide- 
spread public interest in air transport and of the desire for information 
of a behind-the-scenes nature. It is our function to see that they have 
accurate, factual information. 


Many persons, no doubt, wonder where pilots come from, how they 
are prepared for their jobs, what sort of men they are. Again, they 
may not have the opportunity of visiting our Pilots’ School and seeing 
for themselves the process of training these young men. 

American Airlines, by pictures and by stories, attempts to give an 
interesting and thorough picture of its pilots. It shows how they 
entered the school, what their background was, how they are examined 
— both in mind and body, for pilots must be well-nigh perfect — how 
they are trained, how they live, what their hobbies are and so on. Here 
again, they are taken behind the scenes by the medium of the printing 
press for a look at the men who fly the air transports. The same process 
is repeated with other departments of the airline. In short, we try to 
familiarize all who might be interested in air transportation with its 
intimate details. Harking back to the “Afraid to Fly” advertisement 
discussed at the beginning of this:article, we do this on the well- 
established principle that people are never skeptical or afraid of the 
things they understand and know about. If they are convinced that 
pilots are thoroughly trained to handle the controls of a transport and 
if they see for themselves how the equipment is being maintained any 
doubts they may have are certain to vanish. 


Hardly without exception, all people — and certainly all travelers 
— want to know about the things they are using. They want to know 
what is going on, to understand. Following this line of reasoning, 
American Airlines recently published two interesting pamphlets and 
made them available to all passengers on its Flagships. 


One, entitled “Standard Procedures—How American Conducts the 
Routine of Airways Traffic Control and Instrument Approaches to 
Airports During Overcast Conditions,” told the highly interesting story 
of how radio is used to tie every air transport in the air to the hundreds 
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of men at work on airports all over the continent. Couched in non- 
technical language, it is easily understood by all.” 

We had another pamphlet, issued at the same time, which answered 
a question which had puzzled many air travelers. That question goes 
something like this: “You said your Flagship was sold out, yet it 
departed with several empty seats. How come?” 

We answered that question with a pamphlet called “Even the Wind 
Is a Passenger,”*® which showed clearly how the wind direction and its 

2“From the beginning of your trip (this pamphlet said to the air passenger 
reading it) to its completion, your plane is in constant radio contact with ground 
stations all along the route. Sound is made just as tangible an operating aid as 
roadside markers for your car, or lights or semaphores on a railroad. You fly on 
a radio beam highway, and—as part of regular flight routine—your plane reports 
to ground stations at set intervals, called radio ‘check points.’ 

“Landings—when the ‘ceiling’ or visibility is reduced—also follow a definite 
routine made possible by the scientific use of radio. On either clear or cloudy days, 
your Flagship Captain receives his landing instructions from a corps of experts 
on the ground at destination airport. This ground force might be likened to a great 
air traffic cop. At all times, they know every plane that is in the air—when it is 
started, its position at any moment, its definite arrival time. 

“Airways Traffic Control gives all planes approaching or leaving an airport 
their traffic instructions. If there are several planes leaving, Airways Traffic Control 
talks by radio voice to all of them. Such Traffic Control contacts with American 
Airlines’ planes are always relayed through American’s own Flight Control Office. 
Though you cannot see the ground, Airways Control knows your position, and that 
of every other plane in the area.” 

After telling how the plane may be held over an airport for a short time 
while other planes ahead of it were completing their landings, the pamphlet 
concluded: 

“We regret any delay that such operating procedure may incur. But we do 
feel it important that you should always understand that when you fly American, 
your comfort and safety are the first consideration of the entire American Airlines 
organization, both in the air and on the ground.” 

3“Most people, when thinking of how great a load a modern airliner can carry, 
think in terms of people and baggage. These are the things you can see. 

“That’s why you may occasionally be puzzled to find that a Flagship reportedly 
‘sold out’ has empty seats. Or you may not be able to secure a reservation until 
the very last minute—even though, when the airplane takes off, there are one or 
more seats not occupied. 

“The answer is that wind and gasoline are passengers, too. 

“Thoroughness and accuracy in computing fuel—and in every other detail of 
flight planning—come before all other considerations. 

“Only after fuel requirements have thus been established—and the total fuel 
weight subtracted from maximum allowable load—can the total number of seats 
available for sale be determined. If conditions are average, the full number of 
passengers can be carried. If extra fuel is required, thereby entailing extra weight, 
fewer passengers and baggage can be accommodated. This is why Flagships that 
are ‘sold out’ sometimes have empty seats, and why you occasionally may be asked 
to wait for a seat until the complete load has been computed.” 
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velocity, distance to destination, plus distance to the alternate airport 
which might be used, plus the reserve fuel requirements, all entered 
into the computations of the load the Flagship could carry on a 
particular flight. 


In simple language, passengers are given information about an 
airline operating procedure which otherwise may have puzzled them. 
Here, again, to repeat, they are taken behind the scenes and given a 
clear picture of what is taking place in one phase of our operation. All 
of us gain confidence as we gain understanding. 


A picture prepared by us—and widely published — showed a 
transport plane in flight across country. Below it was superimposed a 
map of our system with lines drawn upward from the various cities 
along the route to the airplane. These lines represented the radio contact 
between the plane and the airports as it flew from east to west. Ata 
glance, readers could grasp how radio links an air transport plane with 
the many airports on its route. This is cited as another illustration of 
showing the public what goes on behind the scenes to make air trans- 
portation safe, efficient and enjoyable. 


The record the air lines have established in their operation speaks 
for itself. Each month, thousands of new passengers make their appear- 
ance on air transport planes everywhere. They do so because, first, 
they know the utility of this most modern form of travel and, second, 
because they have confidence in it. We think our efforts in trying to 
tell them about the things they may not have understood has contributed 
in some small way to that confidence. 

















CONSUMER BANK CREDIT 
S. H. LOGAN 


The President of the Canadian Bank of Commerce discusses their 
Personal Loan Service. 


* * * 


MA and varied plans have been advanced in:the past decade to 

increase the purchasing power of the public and thereby to 
stimulate business and provide more employment. For example, 
governments, federal, provincial and municipal, have been pressed to 
furnish money for public works and for subsidies to certain groups, in 
addition to providing for educationa! and other social facilities, the 
maintenance of law and order and the care of unemployed and infirm 
people: The responsibilities devolving upon our public authorities 
have, indeed, been burdensome, for not only do they cause severe strain 
upon the time and powers of legislators, but as governments have no 
money they can call their own, they must draw upon public resources 
to satisfy the demands upon them. It has frequently been proposed by 
some self-styled experts that governments or central. banks print and 
distribute more paper money—ordinary currency, social dividends, etc. 
However well-intentioned such proposals may be, they do not take into 
account the fact that the issue of paper currency in excess of trade 
requirements—that amount based upon the work and service of the 
people—is a dangerous expedient, one which when followed in the past 
has usually been attended by tragic results, visitel: mainly upon the 
working class. During and after this war we may expect to see even 
more insistent and radical monetary proposals. 


Good money—that which is readily redeemable and generally 
acceptable—represents the work and service of individuals. This kind 
of money has long been provided through bank loans to farmers, manu- 
facturers and merchants, and sometimes to wage-earners and salaried 
and professional people. The volume of bank credit on the date when 
the commercial banks are required to submit a classification of their 
loans to the Dominion Minister of Finance and the ‘purposes for which 
it is used are shown by the following table, but it might be noted that 
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as this credit may turn over twice or three times in an active business 
year such as 1939, the total funds provided for all economic pursuits 
in a twelve-month may be double or more than those outstanding on 
the 31st of October last. 


CHARTERED BANKS: ANNUAL CLASSIFICATION OF LOANS IN CANADA* 
Department of Finance 





Millions of Dollars As at October 
: 31st, 1939 
Provincial Governments..... 18.5 
Municipal Governments and School Districts 112.2 
Agriculture: 
Farmers’ Loans, Cattle Loans, Fruit Raisers 57.0 
Loans to Grain Dealers, Grain Exporters and Seed Merchants 211.4 
Total Agriculture é 268.4 
Financial: 
Call Loans and other accommodation to Brokers and Dealers 51.7 
Loans to Specified Institutions 58.8 
Loans to Individuals against Securities 109.4 
Total Financial... ; 220.0 
Merchandising: Wholesale and Retail. 134.0 
Manufacturers of and Dealers in Lumber, yen; and 
Products thereof... bak 56.9 
Other Manufacturing of all descriptions 135.7 
Mining ........ 6.4 
Fishing, including Loans to Packers and Curers of Fish 7.0 
Public Utilities, including Transportation Companies......... 36.3 
Loans to Building Contractors and others for Building Purposes. 45.8 
Loans to Churches, Hospitals, Charitable and Religious Institutions 19.0 
PINE IN soho hcededuser tc Phesnbens cocokevcenes¥ekckadnlocsnsctoes Bis etews od vs ta ea 83.3 
Total Loans in Canada 1,143.5 


*Bank of .Canada Summary, December 1939 - January 1940. 


In recent years special lending services have been made available 
to people of all classes which might add to the purchasing power of the 
Canadian public, open new opportunities for business men and labour, 
and lessen the risk of dangerous monetary expedients. There are 
several good agencies which provide these services, but there is one 
whose facilities have such unique features that I should like to explain 
its system in detail. This is the Personal Loan Service of the Canadian 
Bank of Commerce. 


This bank, after long and careful investigation of what is known 
s “consumers’ credit,” established over three years ago special Personal 
Loan Departments at its Canadian branches, over 500 in all. The basis 
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of these loans was new to Canada and was not to be confused with loans 
against collateral security. Any resident Canadian of good character 
who was steadily employed, or had a regular income; was eligible. 


The life of each borrower was to be insured so that in the event of 
his death, and provided the loan was not previously declared to be due 
and payable, no claim would be necessary either upon his estate or 
anyone who may have acted as his guarantor, the bank calling upon 
the insurance company to extinguish the debt. 


The system of repayment was likewise new. All loans were to 
run for a period of at least twelve months, but in order to assist the 
borrower to meet the loan when due, he was to arrange to make twelve 
equal monthly deposits in a savings account upon which interest was 
to be allowed at the regular rate. The cost of the insurance described 
above was to be deducted from this accrued interest. 


A new low level of rates for loans of this kind was set in order to 
make it possible for wage-earners and salaried and professional people 
who had no collateral security to pledge, such as stocks and bonds, to 
borrow as economically as possible. 


This Personal Loan Service of the Canadian Bank of Commerce 
has proven to be remarkably successful throughout Canada and has been 
made use of by such a great number of people that it has added many 
millions of dollars to the sound money in circulation. The human side 
of such a service is one, perhaps, that has the greatest appeal. The 
opportunities for better health, greater efficiency and self-advancement 
through the establishment of this Service are in the common interests 
of all those who believe in progressing through thrift and good manage- 
ment to greater happiness and well-being. 


A considerable proportion of Personal Loans,: in fact the highest 
of those for which a specific purpose is stated, has been to finance 
urgent medical, hospital and dental attention. In addition to this, a 
large number of loans granted for the general purpose of consolidating 
debts have been to pay off bills and obligations which were accumulating 
while hospital and other medical fees requiring immediate discharge 
were being paid. Medical and dental payments which could be post- 
poned have also been made under this plan. Thus, directly or indirectly, 
a large part of these loans has been directed to the furtherance of 
health. 
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Next to bad health, financial worries are perhaps the greatest of 
all impediments to working efficiency, and the worries connected with 
overhanging and unbudgeted debts (such as mortgage interest, taxes 
and obligations with heavy carrying charges) are among the most 
common. Already this plan of Personal Loans has enabled numerous 
employees to place their personal finances on a sound basis and to plan 
for a thrifty use-of their income for the future. A number of those 
steadily employed who, when their annual holidays came around, 
ordinarily have had no budget plan for a complete change and rest, 
have arranged for.a holiday which has meant for them improved health 
and efficiency when: they returned to work. 


In these days of competition, when technical skill and scientific 
training are the best openings to employment, the chief opportunity 
for self-advancement is offered through taking advantage of educational 
courses. Many loans have been made to enable teachers, for example, 
to qualify themselves for higher posts by having funds available for 
extension and summer courses; these loans should be amply justified 
by the results obtained in passing on to the younger generation the 
greater knowledge so acquired. 


As already mentioned, a special feature of this Personal Loan 
Service is the arrangement for budgeting the repayment of the loan 
by twelve monthly, deposits in an interest-bearing savings account. The 
primary object of this plan is to provide funds for repayment of the 
loans at maturity, but the inculcation of thrift by this system is by no 
means a negligible advantage. A sound budget plan has been found 
in practice to dispose of many difficulties which manifest themselves in 
adjusting personal finances, and the Personal Loan officers of the bank 
have discovered that in cases where applications for a loan are not 
justified by the circumstances, they have been able to assist the appli- 
cants in tiding over a difficult period by suggesting a practicable budget 
which is not beyond’ their means or prospects. 


The foregoing. statements. are substantiated by the bank’s records, 
which show that over 200;000 loans, aggregating $31,000,000, have been 
made since the inception of its Personal Loan Service for the following 
purposes and to the undernoted classes of people: 
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A CLASSIFICATION OF PERSONAL LOANS OF 
THE CANADIAN BANK OF COMMERCE 


Per Cent of 

Purpose of Loan Total Amount 
Medical, Dental and Hospital Bills .. 12.386 
Consolidation of Debts.................. 30.11 
Taxes, Insurance Premiums and Mortgage ( Principal and 

Interest) Payments ..................... Ree Cet ee ats 8.73 
Education . 5.77 
Household Expenses, Furnishings, etc. 10.14 
Miscellaneous, including Clothing, Coal, Store Bills, etc. 32.89 

100.0 

Occupations of Borrowers 
Wage Earners and Artisans 37.83 
Office, Clerical and other Non-Manual Workers 28.50 
Managers, Superintendents, Foremen 10.69 
School Teachers, Professional People, Salesmen and Sundry 22.98 


The supply of bank credit and the consequent flow of good money 
into national economic channels must always be conditioned mainly by 
factors outside the sphere of banking, such as crop results; the demand 
for commodities, notably in foreign markets upon which Canada depends 
for the sale of about 30% of her national production; the relationship 
of the various sets of commodity prices; and the political atmosphere 
in which constructive enterprise finds itself. As one authoritative body 
has stressed, ... “there are many phases of economic life that are not 
susceptible of control through monetary means.”* But I hope I have 
been able to demonstrate that ample bank credit can, under sound and 
progressive business conditions, be provided for all economical pursuits 
and for the improvement of the health, efficiency and knowledge of 
our people. 


*Board of Governors of the Federal Reserve System, Washington. Federal 
Reserve Bulletin, May 1939, pages 363-364. 





MODERNIZING THE ANNUAL REPORT 
ARTHUR D. ELLWOOD 


Mr. Ellwood outlines the progress made in the presentation of company 
reports in Canada, and emphasizes the need for 
further improvement. 


* * * 


OR an unfortunately large proportion of Canadian companies, the 
annual report is the only direct contact between company and 
shareholders. 


It is true that there is an annual meeting to which shareholders 
are asked to come, but how many avail themselves of this opportunity? 
How many shareholders would recognize the president or general 
manager of their company if they met him on the street? The answer 
is only a small percentage. 


Take this idea further, and ask how many shareholders even know 
exactly what their company makes and where it sells its products, and 
the answer will probably reveal an amazing ignorance on this subject. 

Yet these same shareholders are the owners of the business. It 
is their product that is being sold. The president or general manager 
is their hired man. His job is to run their company. In actual prac- 
tice, of course, it is a board of directors, elected by the shareholders, to 
which is delegated the actual task of directing the company and which 
is responsible, directly, to the shareholder body. 


It should not need any further insight into a company organization 
to reveal the importance of the annual report. 


Today’s trend in annual reports is directed a long way from 
yesterday’s stodgy statement beginning, “Your directors beg leave to 
report,” and continuing mainly to give a deadly array of facts and 
figures. Modern company reports tend not only to become more com- 
plete in the story told, but to tell it in a simplified form. It is becoming 
recognized that the annual report can serve a double purpose. True, 
it is still required by the varied legislation governing companies in 
Canada that certain specified information shall be given and sometimes 

















Modernizing the Annual Report 261 


at a specified period. But this is only the minimum. It does not recog- 
nize the great opportunity which the annual report gives to a company’s 
management to interpret their doings and explain their position, not 
only to the present shareholders, but to the general public which may 
contain many potential shareholders and, finally, to its employees. 


The annual report is first of all for shareholders. It is the story 
of stewardship of the board of directors and the company’s manage- 
ment. As such, its first job is to present the results of the year which 
has just closed. Now, presenting these results loses a great deal of its 
value if it is not done as promptly as possible, after the close of the 
year. An annual report covering the year 1939, for example, which 
does not appear until June of 1940, is already so out-of-date as to be 
of little practical value. 


Outstandingly prompt in presenting the results of their year are 
the Canadian financial institutions, such as the banks, trust companies 
and insurance companies. But among the great mass of industrial and 
utility corporations in Canada, there is still much to be desired. That 
a widespread scale of operations is no insurmountable barrier towards 
prompt presentation of annual reports was demonstrated by Massey- 
Harris Company, which reported for the year ended November 30, 
1938, on December 30 of that same year. This company had to gather 
together the results of operations in South America, Europe, Australia, 
United States and Canada, as well as other countries. 


Knowledge of accounting by the average company shareholder is 
limited. He does not know the significance of accounting terms and 
his ability to interpret the traditional income accounts and balance 
sheet is usually of much less extent than often recognized. It follows 
that the annual report presentation of these items should be accom- 
panied by adequate explanation. 


Some of the best features of many reports coming out these days 
is the simplified form in which is set forth the way in which the com- 
pany gets its living. Many United States firms are showing the way 
along this line in a manner which could well be extended to this country. 
An excellent example is the 38th annual report of United States Steel 
Corporation. Here an effort is made to set forth earnings, expenses, 
assets and liabilities in language as nearly free of obscure accounting 
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terms, and with explanations as clearly understandable to the lay mind, 
as the subject permits. 


Those preparing annual reports can aid the shareholder greatly 
if the profit figures are brought down to some simply comparable basis, 
such as earnings per common share. Even this is not nearly as efficient 
unless it is shown in some definite way how these results compare at 
least with the previous year and preferably over a longer period than 
that. A growing number of Canadian companies recognize this, among 
which might be mentioned some of the largest such as Imperial Oil 
Limited, Ford Motor Co. of Canada, and many others. 


Many income and surplus accounts are condensed to the stage that 
all the life and information is taken out of them. When a company 
starts with its net profit, ignoring all expense and sales items which 
go before, it is hardly being fair with its shareholders. 


The annual report gives a company an unparalleled opportunity 
to tell its shareholders what it makes, and where its products come into 
the life of the ordinary individual. If a company makes building 
materials or household equipment, it is worth its while to show its 
shareholders just where it can use the products made by its own 
company. 

More generous use of pictures and charts helps. For example, it 
is doubtful if there was any single feature in the 1939 annual report 
of Dominion Bridge Company that attracted as much attention from 
shareholders as a picture of ore unloading towers, designed and built 
by the company. This dramatizes the work of the company. McColl- 
Frontenac Oil Company clearly showed the relationship between pro- 
vincial gasoline taxes and the cost per gallon of gasoline in a chart. 
This drives home to shareholders, practically all of whom are gasoline 
consumers, the fact that it was not because the gasoline itself cost more 
that prices remained where they were, but rather because of the 
increased burden of taxation. Utility companies are usually leaders in 
graphic presentation of their results. Two of Canada’s leading foreign 
investments might be mentioned in this regard—Jamaica Public Service 
Limited and Brazilian Traction, Light and Power Co. 


The more dramatic the story told by the annual report, the greater 
attention it will attract and there are very few companies who do not 
want publicity of this nature. Up until a year or two ago Hinde & 
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Dauch Paper Co. of Canada contented itself with sending out a mimeo- 
graphed sheet, showing the income and surplus account and balance 
sheet as its annual report. But for the last two years this company has 
prepared a complete report, well illustrated with pictures of the com- 
pany’s plant and products and telling its story in a much more effective 
way. It is probable that the new report costs a little more money to 
prepare and send out, but it must be returning many times its cost. 


The coming year is undoubtedly going to be one of great changes 
and risks for business. This makes it desirable that directors in the 
reporting for the year should go further than te say that “due to 
uncertain conditions it is not possible to make any forecasts for the 
coming year.” Shareholders look to the directors for guidance. They 
are in a much better position than is the shareholder to judge what 
may happen and it is appreciated when they give the shareholders the 
benefit of their experience. If conditions change during this year, that 
would be an opportunity for directors to tell shareholders of this fact. 
It will perhaps tend to make more frequent and closer the contact 
between shareholders and the company. 


The annual report has another value which is becoming increasingly 
recognized. This is its message to the general public... Effective presen- 
tation of annual reports means telling an interesting story. Few indeed 
are the companies that do not have something of interest to tell their 
shareholders and the general public about operations. Much has been 
heard in recent years of the value of public relations. This term has 
come to cover a wide range of subjects which were perhaps not intended 
in the first place. 


Dominion Stores Limited, in its 1938 annual report, recognized the 
value of the report as a means of telling the public what it was doing 
and something of its problems. This company illustrated, by means of 
simple charts, the growth of discriminatory taxation on chain stores. 
In another section it showed the amount of its purchases, its wages and 
its contribution to government in taxation. This illustrates what the 
annual report can do to get a company’s story across. 


There are not many companies which would not like to increase 
the number of their shareholders. One way to do this is to provide an 
interesting and informative story each year through the annual report 
which will be published as news by the financial and regular press. A 
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news story about new products, new plants being erected, employees’ 
pensions or savings plans is welcomed by the interested public. 


Research is something which most companies carry on continuously. 
Through this, they contribute to the general economic life of Canada. 
Much of this story can be told without prejudicing a company’s position 
in any way, and it makes an interesting story which the public welcomes. 
This general public contains many who may be interested in becoming 
shareholders of a particular company. They are the potential sources 
of capital. But they need to be told the company’s story and, at least 
once a year, this opportunity comes. 


The newest phase of company reports has been to pay more atten- 
tion to getting the company’s story across to its employees. Here, again, 
United States concerns have shown the way to Canadian companies. 
But many Canadian companies are making a commendable effort along 
this line. For example, the March, 1940, issue of “The Blue Bell,” 
published by the Bell Telephone Company of Canada, devoted an impor- 
tant section of the issue to a presentation, in simple, dramatic manner, 
of the results for 1939. Although intended primarily for the company’s 
employees, this story is well worth wider circulation. Imperial Oil 
Limited makes use of its “Review” to tell its annual message. Many 
other companies have done the same thing, but there are still others 
not yet convinced. 


To be effective, annual reports for employees should be even more 
simple than those to general shareholders. Ordinary workers have 
limited financial knowledge and it is necessary to explain and to bring 
the figures down to a per employee basis. Pictures, charts, or cartoons 
make this easier. 


Some companies issue special reports for their employees. Others 
have adopted the policy of making certain the employee gets a copy of 
the regular report to shareholders. Still others, as mentioned already, 
use their regular house magazines or other publications, but whatever 
the method acceptance of the significance and worthwhileness of this 
type of reporting is spreading. 


Some idea of the work which an annual report can do has been 
given here. To many, this may seem like finding an entirely new and 
active use for something which has become more or less of a burden. 
To make it effective, dramatic and interesting presentation is necessary. 
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Always, it is desirable to simplify and explain, to avoid technical terms, 
even more or less standardized accounting terms,.:without adequate 
explanation, to remember that an annual report is directly read by far 
more than the shareholders alone, and that it can be used to reach a 
much wider circle of readers. 


Here is the way one writer in The Public Opinion Quarterly, a 
publication of the School of Public and International Affairs, Princeton 
University, summarizes what annual reports should include: 


1. Illustrations, including charts and graphs which tend to simplify 
comparisons, statistical material and trends. 


2. Statements of policy on matters which may have changed during 
the year, or which may have effect on the public. 


3. Statement on employee relationships, pension plans, employee 
courses, etc. 


4. Outlook for the future, research problems and achievements, 
comment on competitive position if not confidential. 


5. Financial information in unobtrusive detail but with explanatory 
notes which will make it understandable to the laymen. The auditor’s 
certificate should be in simple, clear and non-technieal language. 


6. By statement or implication, some indication as to how the 
corporation contributes to the life, liberty, and pursuit of happiness of 
the people. This can be much more effective in winning public approval 
than mere complaints about rising taxes. 

7. A sales statement on the product. This is sometimes accom- 
plished by implication but it is more generally effective if done frankly 
and forcefully. 

8. An intelligent and artistic layout of material with a careful 
selection of type and paper. 

















THE USEFULNESS OF PUBLISHED ACCOUNTS 
C. A. ASHLEY 


Mr. Ashley criticizes the lack of reliable information in many company 
reports and calls to mind that the object of such reports 
is not to conceal, but to reveal. 


* * * 


ee OW why the financial community should acquiesce in a condition 

of things. in. which a balance sheet can be almost anything I 
cannot imagine.’ These are harsh words, but they command attention, 
for their author is a director of the Bank of England, president of 
Britain’s largest railway, and chief economic adviser to the British 
Government. “The days of piracy on the high seas of finance have long 
since passed away.: ‘ft:is no longer profitable. There has never been 
a time in corporate history when the moral standards of big business 
were upon a higher plane. The economic basis of this new sense of 
managerial responsibility rests upon the fact that the recruitment of 
new capital is today fundamentally a problem of dealing fairly and 
squarely with the small stockholder.”? These optimistic words were 
spoken in 1926; the sentiments could hardly have been better expressed 
by Kreuger or Hatry or Insull. 


The accounting profession has gradually built up a series of con- 
ventional methods of valuation, and the law has attempted to make 
companies disclose the method of valuation used on their published 
balance sheets. The published accounts of companies remain utterly 
unsatisfactory, however, because the information they contain is 
unreliable, and because of the consummate art with which they conceal 
rather than reveal. The concealment is attributable to the unwillingness 
of the management to give an account of their trusteeship, and the 
unreliability is largely attributable to the general worship of “conserva- 
tive” finance by the business community. “While accounting documents 
remain as crude and as unreliable as they are at present... .”* “The 


1Stamp: Current Problems in Finance and Government, p. 15. 
2Walker in Papers and Proceedings of the American Economic Association, 1926, 
36 


p. 36. 
8Edwards, review in Economica, February 1939, p. 107. 
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characteristics of accounting practice — conservation, inconsistency, 
variability from one concern to another .. .’’* 


The management of a company may have various motives for 
refusing full and accurate information. Concealment from competitors 
is the one most frequently suggested, but this is usually an attempt at 
rationalization. The directors of companies do not wish to have their 
freedom of action restricted or their policy questioned as a result of 
shareholders taking an intelligent interest in the accounts; and some 
directors do not wish the effects of their manipulations to be evident. 
The accountant’s conventional methods of valuation are applied or 
rejected, often without any indication on the face of the accounts; and 
the legal requirement that the method of valuation of assets shall be 
stated® has been made meaningless by the careful choice of phrases 
completely lacking in accuracy, such as: “Inventory, valued at cost or 
market value whichever is the less, less reserve”; “Valued on the basis 
of cost”; and “Valued at or below cost.” 


The only conclusion that can be arrived at reasonably is that the 
management wishes to reserve the right to vary the profits or losses 
of particular years secretly, and that this is a common practice is not 
likely to be denied. “ ... the criterion of accuracy seems to be ‘sound 
principles’ or ‘accepted principles’ of accounting, but examination of a 
very few such statements will reveal that soundness or acceptability 
is capable of widely differing interpretations.’”® 

The words “conservative finance” may properly be applied to the 
policy of a company in relation to the granting of credit, the floating 
of capital, and the expansion of operations; but these words have now 
come to mean the deliberate concealment of the truth in published 
accounts. “In accounts, as in management, the dogma of conservatism 
must make way for a dogma of accuracy”; and “The impossibility of 
attaining absolute accuracy never justifies an intentional understate- 
ment of assets or an overstatement of expenses.”* 

Untruthfulness may be secret or evident: it may be constant or 
varying. An evident understatement, of a constant amount, of the 
value of the assets is the mildest form of untruthfulness; as, for 
4Fabricant: ZJncome and Wealth, (National Bureau of Economic Research), p. 141. 
5Dominion Companies Act, 1984 (amended 1935), Sect. 112(2). 
6Amos: The Economics of Corporate Saving, in Studies in Social Sciences, Illinois 


University, 1937, p. 14. 
TScott: The Cultural Significance of Accounts, p. 153. 
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instance, the valuation of a building at a nominal amount of one dollar. 
Even here, however, in the absence of special information the treatment 
of depreciation of such a building is left in doubt. If a secret, but 
constant, reserve is created, the subsequent annual income statements 
may not be affected by it, although the balance sheet will, of course, be 
inaccurate. If such a reserve is created by concealing an exceptional 
and non-recurring item of revenue, the sin may be venial, but it is 
still a sin. An understatement of the value of assets which is evident 
and varying is not likely to occur; the motives for such an understate- 
ment would probably always lead to the fourth class of untruthfulness, 
which deserves at least a paragraph to itself. 

The secret understatement, of varying amount, of the value of 
assets — that is, the manipulation of secret reserves — is the common- 
est and most reprehensible form of untruthfulness; it stretches from 
deliberate fraud on the one hand to the management of our leading 
financial institutions on the other hand. The good motives and plausible 
arguments of leading financiers cannot turn a deliberate falsehood into 
truth, and the drawing of careful distinctions between motives is 
invidious. “To identify conservative finance with incorrect statement 
is a dangerous precedent, for the use of untruth in a good cause is 
likely to induce an attitude of mind in which untruthfulness becomes 
chronic and ineradicable. It is hard to believe that so good a cause as 
financial conservatism needs such unholy allies as misrepresentation 
and deception.”*® The implication of the arguments in favour of the 
manipulation of reserves by banks is that the public is so ill-informed 
that the truth about a bank in bad times would cause a panic. Everyone 
knows that banks manipulate secret reserves, and we are asked to 
believe that confidence in our financial system can be maintained in 
spite of that knowledge, but would be destroyed if the extent of the 
manipulation were known. A point of some piquancy arises in con- 
nection with the audit of bank accounts: as banks are supposed to 
maintain secret reserves, the auditor has, presumably, the duty of 
qualifying his ~eport if these reserves are completely used up; that is 
to say that the first time his conventional report is really accurate, he 
has to qualify it so that it shall not be misleading! The attitude of 
the banks is that their creditors should have implicit trust in them and 
be satisfied with scanty® and inaccurate information; but that their 


8Hatfield: Modern Accounting, p. 254. 
®9See editorial in the Financial Post, March 23, 1940. 
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debtors should tell the truth — and the whole truth — in order to create 
that confidence which is essential between a banker and his customer. 

The manipulation of secret reserves by industrial and commercial 
companies is devoid of any justification, and the motives behind it must 
necessarily always be suspect.’® At the best, it is the result of a paternal 
care for shareholders on the part of kindly directors, who think that a 
completely free hand for themselves is in the best interests of the com- 
pany and of the shareholders, and that freedom can be achieved (biblical 
authority to the contrary notwithstanding") only by misrepresentation. 
“The philosophy of the secret reserve is the philosophy of the white lie. 
Its mathematics are founded on the axiom that two wrongs are neces- 
sary to make one right in really high finance. Shareholders should, it 
is argued, know, like children, no more than is good for them, and, like 
children, should be deceived for their own good.’’?” 

Next in order, manipulation of secret reserves is the result of irri- 
tation on the part of self-important directors who dislike to have their 
policies too closely scrutinized by shareholders or others, with the 
possibilities of criticism resulting. Finally, it is the result of the 
directors’ wish to profit personally by their fore-knowledge of fluctu- 
ations in the published profits of companies: a deliberate breech of 
trust. “Has the shareholder who wishes to sell his holding no rights 
as to some real knowledge of the value of what he is selling?’** The 
answer appears to be that the law intended him to have rights and a 
hollow pretence is maintained that he has rights, but business practice, 
corporation lawyers, and lax administration have successfully circum- 
vented them. In exceptional times a company may find difficulty in 
arriving at its income and in placing a value on some of its assets (e.g., 
book debts of prairie customers during the depression: the margin of 
error being very large), but the accounting profession has developed 
practice (in theory) to such a point that almost rigid standardization 
would be possible if companies really sought accuracy. “Many of the 
difficulties now met with in studying the financial affairs of corporations 
would be minimized if accounting practices were not often prostituted 
by the management for some ulterior purpose.”** 


10See summing-up in Royal Mail Steam Package Case; Smails: Auditing (2nd edit.), 


p. . 
11$t. John 8:32, 
12Samuel: Shareholders’ Money, p. 269. 
13Stamp: op. cit., p. 14. 
14Amos: op. cit., p. 14. 











270 The Quarterly Review of Commerce 


The history of limited companies shows a gradually increasing 
divorce of ownership from management. When every shareholder 
could, if he wished, have some part in the management or some direct 
personal knowledge of the state of the company’s affairs, the checking 
of the manipulation of accounts could reasonably be considered a domes- 
tic matter. Now that giant companies exist, controlling vast interests 
and owned by many and widely spread shareholders, such a check is 
impossible. Directors are now in a position of trust and may reasonably 
be expected to give an accurate account of their trusteeship. Share- 
holders are now in so weak a position that the control of the manage- 
ment can no longer be considered as merely a domestic question. The 
half-hearted and lagging legislation; the lack of uniformity between the 
Provinces and the Dominion; and the ineffective administration of Acts 
of Parliament do not provide the control that is necessary for the pro- 
tection of shareholders. 


The protection of shareholders is one reason why control should 
not be merely a domestic affair, but a more important one exists. The 
size of operations and the power of the management in some companies 
have led writers to compare companies with sovereign states.’ At any 
rate, the affairs of companies now have a significant interest to many 
people other than the shareholders. The decline of competition neces- 
sarily raises the question of price regulation and trade practices; the 
concentration of managerial power has complicated labour relations 
and stimulated the creation of giant trade unions; the political influence 
of great companies has affected tariff policy and taxation. The “com- 
bine” movement has made possible the often quoted economies of large 
scale operations, but it has also changed the complexion of almost every 
branch of our economy. Price regulation, labour relations, tariffs and 
taxation are all concerned with the accounts of limited companies, and 
these accounts are thoroughly untrustworthy. In addition, the direction 
of capital into industry is partly determined by these accounts. The 
accounts of limited companies have ceased to be a domestic matter 
and have acquired a most important economic, social and political 
significance. 


Our economic, social and political condition is sad enough for us 
to take it seriously, and taking it seriously means making a scientific 


15See Berle and Means: The Modern Corporation and Private Property, Book IV, 
chapter 4. 
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study of it. “... the first step towards getting a scientific outlook in 
economic and social matters is the proper collection and organiztaion 
of facts. You could not have had modern biology until after the early 
naturalists had collected specimens of animals and plants from all over 
the world and arranged them in museums. In sociology, facts are the 
specimens, and proper statistics take the place of museum arrange- 
ment.”"* At the present time, the statistician working on company 
accounts is like a chemist working with unstandardized reagents, packed 
and labelled by an unreliable manufacturer. 


The directors of individual companies are largely dependent on 
financial statements in planning their policies. They are not necessarily 
expert accountants, and they may not always remember that some of 
the statements they examine have been deliberately made untrustworthy. 
A standardized accounting practice which produced statements designed 
to give the management proper information would probably have a 
considerable and very beneficial effect. “The price policies of business 
concerns are probably unduly influenced by what the aecounting records 
seem to depict as costs. Not all accounting costs are a bar to production 
and sale during a slump. The accounting computations of profits and 
losses probably generate alternate waves of over-optimism and over- 
pessimism and as a consequence react upon the volume of investment 
unfavourably.”!* The business cycle is a problem of the greatest impor- 
tance to the welfare of individual ccmpanies and to the whole future of 
capitalism, and a full understanding of the problem calls for a statistical 
analysis of accounting statements. The present accounting habits of 
our financial, industrial and commercial companies make this impossible. 
Perhaps the only way to truth is to show that it has a cash value; that 
honesty is really the best policy. 


16Huxley: Scientific Research and Social Needs, p. 145. 
17Buchanan: The Economics of Corporate Enterprise, p. 295. 
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THE TEXTILE INDUSTRY AND THE 
CANADIAN ECONOMY 
DOUGLAS HALLAM 


Mr. Hallam pictures the Canadian Textile Industry as an important 
contributing factor to the economic welfare of Canada. 


* * * 


SSENTIALS of national life consist of means of subsistence, 
habitation and clothing. The growth of young and powerful nations 
has always been from agriculture to industry and from the production 
of raw materials to the manufacture of wares. Every principal country 
in the world apparently believes in the advantage of having the facilities 
for producing their own clothing within their own borders and has 
taken whatever steps are necessary to this end. There are apparently 
two main reasons for this: the diversitied employment both for workers 
and capital that is provided in the production of textiles; that urgent 
national requirements may suddenly arise to require a country to find 
sources of supplies within its own borders for all its textile needs. 


Canadian textile industry has developed naturally from these basic 
necessities since aboriginal days. If any manufacturing industry is 
indigenous to the North American continent it is the textile industry, 
because before Columbus crossed the Atlantic the aborigines of what 
is now British Columbia were spinning yarns from the wool of Rocky 
Mountain sheep and goats and the hair of dogs, and were also weaving 
cloth; Montezuma’s subjects in Mexico were growing, spinning, weaving 
and dyeing cotton. 


In 1939 the textile industry in Canada gave direct employment to 
118,720 people, which was 18% of all those engaged in manufacturing 
industries in the Dominion. The only manufacturing industry in 
Canada which employs a larger number of people is the iron and steel 
industry. 


All textile fibres, wool, cotton, silk and rayon are manufactured in 
Canada. Raw cotton is imported into Canada from the United States, 
and in this the industry is in the same position as the industry in Great 
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Britain and Japan, in which countries no cotton is grown, except that 
Canada is closer to the source of supply. Substantial quantities of wool 
are grown in Canada, but again Canada imports raw wool, as does 
Great Britain and the United States, the main sources of supply being 
Australia and New Zealand. The bulk of the rayon yarn used in Canada 
is produced in Canada. Silk is imported from Japan, the bulk coming 
via the United States, the nearest spot market. 


The textile industry may be divided into two main groups: (1) The 
Secondary Textile Industries comprising the needle trades, that is the 
making of clothing and furnishings, and (2) the Primary Textile 
Industry which processes wool, cotton, silk and rayon and which weaves 
fabrics and makes knitted goods. In 1939, the Secondary Textile Indus- 
try gave employment to 55,792 people and Primary Textile Industry 
to 62,928. In the last ten years the peak year was 1937: Secondary 
employed 56,402, Primary 66,278—a total of 122,680. 


The Primary Textile Industry may again be broken down into 
groups, which are in the order of their importance from numbers 
employed (approximate) : 


Woollen and Knit Goods #. ct. 60% 


Gates oo a elm. Sia] BUC 
Silk and Rayon.................. witgie uae 
Dyeing and Finishing .... dn hn take aes 


Employment figures for silk hosiery are included in Knit Goods. 


The processing of wool into yarn, and then its weaving into cloth, 
was started by the French settlers in 1706, although at that time, and 
for many years after, it was a home industry. Previous to the year 
1705, the colonial policy of France was to prevent the manufacture in 
Canada of any articles which could be exported from the mother 
country, and this included woollens. But in that year, owing to the 
war between England and France, supplies of clothing were cut off and 
the colonists were forced to manufacture rough cloth from nettles and 
the inner bark stripped from basswood trees. This drastic experience 
led, in 1706, to the introduction of sheep and the manufacture of wool- 
lens in Canada. The home industries led finally to the setting up of 
factories and the census of 1851 reported 52 carding and weaving mills 
in New Brunswick, and 385 carding and fulling mills in Upper and 
Lower Canada and the Maritime Provinces, of which about 250 carried 
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on weaving, and this was apart from the hand-loom weaving done in 
their homes by the people. 


The knitting section of this industry started expanding in 1903. 
Previous to that year Germany was the main factor for knit goods in 
the Canadian market but, due to sur-taxes established in that year, the 
Canadian market was closed to Germany, and these sur-taxes, together 
with an increasing popularity of knitted goods and developments of 
new knitting machines, caused an expansion in the knitting industry. 
Because of difficult times, many woollen mills had closed, and many of 
these were re-equipped and started as knitting mills, while some cloth 
mills added knitting machinery to their equipment. 


On the American continent the first cotton factory was established 
in 1790 by one Samuel Slater at Pawtucket, Rhode Island. As Canada 
grew in population, cotton mills were established—the first mill being 
opened at Sherbrooke, Quebec, in 1844 and the second in 1847 at 
Thorold, Ontario.. The census of 1881 lists 19 cotton mills producing 
goods to the value.of nearly-four million dollars. 


The silk and rayon industry in Canada is of comparatively recent 
growth. In 1917, the first year the figures for the industry were segre- 
gated, there were only nine factories employing some 800 people. Today 
this industry employs over 10,000 people. 


Without a variety of useful employment, a complete social order 
can never be maintained and, in providing variety of employment, the 
textile industry is a prime enterprise. In our modern economy much 
of the work of furnishing and maintaining a home, which was previ- 
ously done by women in the household, has been transferred to facto- 
ries, and employment must be found for women who must work, either 
because they are self-supporting or have to supplement the family 
income. A “Light Industry,” such as the textile industry, where 
approximately half of the employees are women, is necessary to balance 
the “Heavy Industries” such as lumbering, paper-making, steel-working 
and building which employ men only. 


Canada’s natural increase of population is about 120,000 a year. 
Owing to mechanization of agriculture, the number of workers required 
for a given production has been substantially reduced and the rate of 
increase in numbers employed is likely to be considerably lower than 
in the past. In fisheries any increase of employment is likely at best 
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to be a modest one. Mining industries have increased employment by 
an average rate of 1,400 employees a year. The demand for wood 
products fluctuates violently and so the logging industry, while it pro- 
vides a considerable volume of employment each year, can hardly be 
regarded as a basis for stable employment of any greatly increased 
numbers. While not minimizing in any way, our basic extractive indus- 
tries, the role of manufacturing enterprises in Canada deserves atten- 
tion, and particularly the textile industry. 


The textile industry, in 1917, gave employment to 78,644 people 
and in 1939 to 118,720, so that the increase in numbers employed over 
this period is at the average rate of 1,821 per annum. From a chart 





which accompanies this article, it will be seen that, during the bad 
years from 1930 to 1935, the textile industry provided the backbone 
of industrial employment in Canada. The importance of this in the 
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economic life of Canada can be appreciated as the 1,897 factories of 
the industry are located in over 180 villages, towns and cities; the 
textile factory being the sole source of industrial employment in many 
municipalities. An examination of employment figures also shows that, 
as it provides employment in the winter as well as in the summer, the 
steadiness of all the year-round employment is greater in the textile 
industry than in other industries. 


The other basic need for a Canadian textile industry has once again 
been pointedly illustrated by the outbreak of war and its consequent 
demands on the mills for urgent civil and military requirements. It is 
a fact that, if this industry had not been established and maintained in 
this country, the sudden dislocation of the normal channels of the 
world’s textile trade would have caused great inconvenience, not to say 
hardship for our people, and would have very seriously disorganized 
efforts in establishing our defence forces. The outcome has been, how- 
ever, that all requirements have been met because, in peacetime, the 
Canadian textile industries were supplying a substantial portion of our 
needs and were equipped to supply them all it required. 


For example, the wool textile industry has been supplying, roughly, 
60% of the fabrics we use and imports have supplied the remaining 
40%. The 60% of the total market supply coming from Canadian mills 
was being sold in the keenest of competition against the 40% of imports 
and the industry was not operating to capacity but, although imports 
have not decreased since the war began, there have been new demands 
which the mills have had to fill from their surplus capacity. 


Similarly, the cotton industry was supplying about 65% of the 
yardage of cotton fabrics used in Canada and, while imports have 
expanded by 65% since the commencement of war, the Canadian mills 
have been called on to step up their output even more; otherwise, an 
acute shortage would have developed in many lines. The other branches 
of the textile industry have had the same experience. 


Being in this position, it is particularly worthy of note how 
military textile demands have been met. Many other types of supplies 
for military purposes, such as foodstuffs, are identical with civilian 
forms, but military clothing requires special manufacture to strict and 
difficult specifications. The consequence is a sudden peak demand for 
textiles for initial establishment of military, naval and air forces, and 
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it was a demand of this nature which faced the Canadian textile indus- 
try, and particularly the wool textile mills. The demand was met, but 
it was so large a proportion of Canadian wool manufacturing capacity 
that extraordinary co-operative efforts were required to fill the needs. 


Early in September 1939 the woollen industry as a unit offered its 
services to the ;zovernment for organization of the orderly production 
of military requirements as it was obvious that suitable raw materials 
would have tc be conserved for these purposes and that arrangements 
would be required to have all mills working on military goods most 
suitable for their equipment. The industry’s offer was accepted, the 
mills pooled their technical knowledge and experience in the common 
cause and, within two months, over 50 mills in all parts of Canada were 
operating on the various cloths and the blankets required by the army, 
navy and air forces. 


To secure these results, extensive organization was required on 
several aspects of the situation, the first of which was raw material 
supplies. In peacetime, Canada uses, for civilian trade, about 40,000,000 
pounds a year of those particular types of wool which are exclusively 
suitable for military purposes. Only about 8,000,000 pounds of these 
wools are produced in Canada and the balance is normally supplied 
from New Zealand and Great Britain. However, the British Govern- 
ment, by taking over all of these wools from the outbreak of war, had 
abrogated normal procedure in the distribution of wools and it was 
necessary to devise a completely new system of wool supply organization 
under the direction of a Wool Administrator appointed by the Canadian 
Government. Another reason that quick and careful organization of 
the whole industry was required is the fact that the manufacture of 
any type of wool textiles takes a considerable period from the time 
the raw material is started through a plant until it reaches the finished 
form, so that, to obtain supplies in the shortest possible time, it was 
necessary to start production in as many plants as were suitably equip- 
ped to make any particular type. 


In retrospect, the first six months of operation of this industry- 
wide scheme of production have shown extremely satisfactory results. 
There is no doubt that difficulties have occurred in furnishing all items 
exactly when required but, considering the complexities of the situation, 
there was obviously nothing short of a co-operative effort of this nature 
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which would have produced the volume of goods actually delivered. 
Having geared itself up to this peak production the wool textile industry 
is well in its stride to meet almost any predictable demand for military 
textiles in Canada, or increased civilian requirements due to inter- 
ference with normal imports, or even possible requirements for civil 
or military purposes from Great Britain or allies. The Canadian 
industry has, as a matter of fact, already supplied quantities of certain 
types of clothing and supplies to military forces in other parts of the 
Empire. 

Certainty that civil and military requirements will continue to be 
adequately met derives from the fact that through good times and bad 
Canada has retained a textile industry with enough equipment and 
experience to meet the demands it now has to face. Other parts of 
the Empire are not so fortunate and they now have to look to outside 
sources, including Canada, for their supplies. The wool industry here 
was adequate to handle wartime needs in 1914-1918, and even to export, 
and its capacity is greatly in excess of what it was in 1914. 

The cotton textile industry also has a part to play although military 
requirements of cotton textiles, while large, do not represent any such 
important share of the Canadian industry’s output or capacity as is 
the case with wool textiles. In any case, the effective cotton mill 
capacity in Canada has never been operated at anything approaching 
its limits in recent years as even in such a relatively large volume year 
as 1937 the Canadian mills only ran at 12% over normal single shift 
capacity. The result is that, while not requiring any such cohesive 
organization as has been required in the wool business, the cotton mills 
have met greatly increased civil and military demands with no per- 
ceptible strain. They also have had no difficulties in securing raw 
cotton nor is there likelihood of any shortage in the future. 

Knitting production in Canada has always been sufficient to supply 
our needs. Since the war started there have been large orders for 
military underwear, sweaters and socks and, in addition, a very con- 
siderably increased civilian business, but the reserve capacity has been 
such that any shortages have been only temporary except where raw 
material difficulties developed. Wool for knitting was in the same 
difficult position as for cloth and blankets but the wool supply organiza- 
tion is now rolling and any existing difficulties from this source will 
disappear. 
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Parachute fabrics are the one military product which will have to 
be secured from the large Canadian silk and rayon fabric industry. It 
is considered definitely unsatisfactory that imported fabrics have been 
relied on as a source of supply for such an essential product on which 
airmen’s lives must depend. Now that Canadian mills have demon- 
strated their ability to meet the rigid requirements of this trade, it is 
expected that a large market will be opened for their production in 
view of the scope of the Empire air training plan. 








RECENT SIGNIFICANT DEVELOPMENTS 
IN: THE TEXTILE INDUSTRY 
E. S. BATES 


The editor of the Canadian Textiles Journal presents the latest operating 
and merchandising developments in an extremely 
a dynamic industry. - 


* * * 


O field of industry has engaged in more unique developments in 
recent years than textile manufacturing. Synthetic fibres and 
applications of the marvellous progress in the science of inorganic 
chemistry have, of course, had tremendous effect. In other respects, 
however, these past few years, increasingly, have witnessed great 
mechanical changes in textile manufacturing, as well as important 
developments in production methods and outstanding progress in 
merchandising, developing practical industrial adaptation in this great 
industry. Labour-saving, higher speed machines have become proven 
and are being rapidly installed to replace the old equipment. 


This applies throughout all the various branches of textile manu- 
facturing in Canada. Successful application of these developments to 
Canadian conditions has been an operation of outstanding magnitude 
due to relative smaliness of this market and the variety of goods 
necessarily produced in each Canadian mill. This is peculiar to all 
forms of domestic production enterprise and is a problem in the national 
economy due to the necessarily high costs of production. In many ways, 
such as the indiscriminate exploitation of the forestry and other natural 
wealth of the Dominion, it has involved excessive wastage of resources 
that is already becoming apparent in scarcity and in unbalanced 
economic development as demonstrated by the wheat and drought 
problem in Western Canada in the recent past. As one of Canada’s 
oldest and most completely developed industrial enterprises, the textile 
manufacturing industries compromise experience with practice and 
are developed not only on a basis of efficient and economic producing 
units, but are organized to establish basic production costs and 
merchandising efficiency on what is considered basic, and in accord 
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with the domestic economy. That is, without injecting any extended 
tariff protection argument in this discussion, tariff duties on imports 
of textiles into Canada are in very large measure only incidental in 
relation to the level of mill prices on manufactured textiles in this 
market. Moreover, the tariffs in force today, with few exceptions in 
the textile schedules, are lower than the actual difference in wages and 
manufacturing costs between Canadian mills and their chief foreign 
competitors in the Canadian market. 


The character of textile manufacturing enterprise the world over 
is in the midst of tremendous changes. World consumption of textile 
materials has increased phenomenally in recent years with the natural 
fibres, wool, cotton and silk increasing in production and use, along 
with the spectacular growth of synthetic fibre output and use. While 
a large and growing proportion of this output consists of textile 
products used in production of other products like automobile tires and 
floor covering, home furnishings and clothing demands show steady 
annual increase. Styling of patterns and qualities of textile materials 
has developed in recent years in the merchandising expansion of the 
textile industries until the old-fashioned staples familiar to preceding 
generations are today offered everywhere in the most advanced fashions. 
Not only has productive competition brought about this transformation, 
assisted by the widening effectiveness of modern retail distribution, 
but the chemical, dye stuffs and other industries are contributing 
effectively to the progress. Today, the modern mail order catalogue 
brings an utmost variety of highly styled textiles into the remotest 
places. Quality of materials is better than ever before and consumer 
prices of textiles are lower. Old established textile lines like Calicoes, 
Drills, Cretonnes, Broadcloth, Denim, Cottonade, Gingham, Frieze, and 
the host of yard goods offered in limited patterns and qualities through 
earlier times are today offered in almost unlimited variety of patterns 
and qualities, styled in multi-variety of fashions, along with an infinite 
number of new fabrics, merchandised through the new, great, convert- 
ing, clothing, dress and other secondary textile manufacturing and 
distributing trades. 


These changes have occurred progressively through the past four 
decades but their assimilation in the textile organization has been 
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completed during the ’thirties. As the present decade commences a 
new order reigns.in the production and merchandising organization 
of the textile industries. The war will halt developments, especially in 
the belligerent countries. In Canada, these changes and transforma- 
tions have followed closely upon developments in the United States and 
United Kingdom, assimilated in the domestic textile organization here 
to meet the conditions peculiar to the Canadian market. 


It is estimated from reliable sources over $75,000,000 have been 
expended by Canadian textile mills during the past ten years on new 
plant, additions and replacements in the expansion and modernization 
of the industry. ‘This represents about sixty per cent. of the total 
value of fixed asséts shown in official statistical returns of capital 
invested in the primary section of the industry for the year 1937. 


The following figures of capital invested in Canada’s textile mills 
for the year 1937, taken from Dominion Bureau of Statistics reports, 
showed fixed capital, as. value of land, buildings, fixtures, machinery, 
tools, etc., and working capital, as value of inventories, stocks and 
supplies, and cash and operating accounts: 


CAPITAL INVESTED, 1937 
Fixed Capital Working Capital Total Capital 


Cotton Manufacturing..............$ 48,961,537 $27,467,496 $ 76,429,033 
Hosiery and Knitted Goods 28,729,100 22,937,065 51,666,165 
Wool Manufacturing ................ 24,149,149 20,919,984 45,069,133 
Rayon and Silk Manufacturing 19,489,080 14,646,096 34,135,176 
Dyeing and Finishing ............... 4,046,792 1,004,408 5,051,200 





$125,375,658 $86,975,049 $212,350,707 


In such an old-established industry, of course, fixed values of plant 
and equipment have been written down far below replacement costs. 
The appraised value of fixed assets on the latter basis is at least double 
the figure shown above. For instance, the annual financial statements 
of six leading textile concerns for a recent year show total combined 
appraisal value of fixed assets as over $75,000,000 and depreciation 
reserves of over $25,000,000. It is presumed the net value of fixed 
assets is taken in the Dominion Bureau compilation and with many 
others of the several hundred smaller concerns comprised in the indus- 
try, many of which are long-established, net fixed asset-values are 
largely written off and capitalization is correspondingly low. This 
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condition is pointed to by low-tariff and economic extremists as an 
exhibition of “hidden” assets and other derogatory declamations but 
experience proves that few industries survive which fail to provide 
reasonable depreciation reserves and to maintain them in reasonably 
liquid condition. It is to the high credit of the Canadian textile indus- 
try that this sound and conservative policy has enabled plant modern- 
ization and expansion to the extent noted during the past ten years 
without benefit of public financing and the exploitation of so-called 
industrial bankers. A few instances of financial reorganization of 
textile companies have occurred recently, mostly due to original over- 
financing in the ’twenties, combined with the trend of events in industry 
and finance in the past decade. 


Most significant operating developments in Canada’s textile indus- 
try in the past year or so might be paraphrased as steadily increasing 
mechanical efficiency, expansion of rayon manufacturing and the use 
of rayon in different sections, growth and stability of the full-fashioned 
silk hosiery industry, and a general expansion of styling and production 
in woollen and worsted piece goods and in knitted goods production. 


Unit output per worker in the Canadian cotton industry has 
doubled in the past ten years due to higher speeds and mechanical 
improvement in machines, more efficient work organization, accom- 
panied by a twenty-five per cent. shortening of average work hours and 
a more than one-third increase in average hourly wage rates. A similar 
trend has taken place in other sections of the textile industry, although 
not so pronounced as in cotton goods manufacturing. Expansion of 
rayon manufacturing has not only led to the establishment of a number 
of large new rayon weaving mills but also to outstanding developments 
in the use of rayon in other sections. It is estimated, for instance, 
upwards of 2,000 looms are operating today in Canadian cotton mills 
in production of rayon goods. In 1939, one large cotton company 
reported consumption of approximately 7 million pounds of raw cotton, 
along with purchases of 1.2 million pounds of cut staple and 1.3 million 
pounds of filament rayon. This company reported last year’s fabric 
production totalling 26 million yards of cotton and 9.2 million yards of 
rayon materials. 


Rayon fabric production by all Canadian mills last year is esti- 
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mated to have totalled 5114 million yards, as compared with 39.8 
million yards in 1938, Canadian production of filament rayon yarns 
last year totalled 14,197,000 pounds, and imports amounted to 2,936,000 
pounds. Imports of staple rayon fibre totalled 2,569,594 pounds. 
Including imports of 8,702,000 yards of rayon fabrics, apparent con- 
sumption of rayon fabrics in Canada in 1939 amounted to 57,855,000 
yards, an estimated per capita consumption of 5.12 yards, against 4.09 
yards in 1938. 


This compares with the preceding record year of 1937, when 
Canadian fabric output totalled 44,398,000 yards and apparent rayon 
fabric consumption amounted to 52,443,000 yards. Comparative figures 
for the year 1935 were 37,149,000 and 40,069,000, respectively. 
Domestic output of filament yarns in 1935 amounted to 13,215,000 
pounds. 


The outstanding development in the domestic rayon situation last 
year was expansion of rayon staple fibre consumption. Imports were 
more than double each of the two preceding years and current con- 
sumption by Canadian mills in a large range of new fabrics is at the 
rate of about double last year’s use. 


The full-fashioned silk hosiery industry is today an important 
branch of the knitting trade in Canada. Last year’s production totalled 
3,093,000 dozen pairs, as compared with 2,840,000 dozen pairs in 1938 
and 2,087,000 dozen pairs in the year 1935. Last year, exports of silk 
hosiery totalled 505,000 dozen pairs, or 16.3 per cent. of output. It is 
estimated approximately 85 per cent. of raw silk imports, amounting 
to 17,459 bales last year, were used in silk hosiery production. 


The knitting industry occupies a leading place with the cotton 
industry as regards production and employment in Canada’s textile 
manufacturing industry. It is highly organized with many large 
modern mills and scores of smaller specialty plants. Production and 
merchandising organization is highly developed. The variety and 
styling of output compare favourably with those of the very much 
more numerous developments in the United States, and domestic mills 
supply upwards of 95 per cent. of Canada’s knitted goods requirements. 


The most significant development in the woollen and worsted 
industry in Canada last year was the intensive organization that took 
place immediately after the outbreak of war for production of clothing 
































Recent Significant Developments in the 285 
Textile Industry 


materials for the armed forces, which stands as one of the most credit- 
able performances of Canadian industry. This section of the primary 
textile industry has been vastly reorganized during the past ten years. 
Its market in Canada is divided with British manufactures to the extent 
of approximately 55 per cent. domestic and 45 per cent. imports. Its 
full and complete development to the extent of filling total Canadian 
requirements of woollen and worsted fabrics is purely a question of 
political economy involved in Canada’s trade with the United Kingdom. 
Wool manufactures represent the largest item in British exports of 
manufactured goods to Canada in return for the great market afforded 
by Britain for Canada’s exports of natural products. Division of this 
market for wool fabrics between domestic and British manufactures 
has attained a high degree of stability in recent years. The domestic 
woollen and worsted industry of yarn and cloth production is highly 
organized with many large, efficient mills and recent events have again 
emphasized its integral importance in the domestic economy. 


Textile Imports, 1939 

Lower tariffs and increased market purchasing power in the year 
1939, as compared with the preceding year, brought a substantial 
increase in textile imports, according to preliminary trade returns. 
Total valuation of textile imports last year amounted to $100,866,357, 
as compared with $87,443,217 in 1938, an increase of 15.3 per cent. 


Some of this increase is accounted for in the larger valuation of 
raw cotton, wool, tops, silk and rayon imports, which compare for the 
two years as follows: 


RAW MATERIAL IMPORTS 


1938 1939 
Raw Cotton ... RBs , Ibs. 134,760,525 159,532,357 
$12,872,808 $16,425,282 
. Cotton Linters..............................bs. 10,182,585 11,055,350 
$356,289 $389,977 
REECE yt Ibs. 15,524,409 19,077,696 
$4,156,674 $4,509,490 
ep RR RSET lbs. 9,978,648 11,758,148 
$5,000,680 $5,570,994 
Raw Silk.................... Leese bs. 2,507,688 2,304,618 


$4,305,859 $6,340,725 
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Rayon Yarn and Staple Fibre..lbs. 3,896,474 6,266,760 
$1,438,171 $2,329,161 

Flax, Hemp and Jute Yarn.......lbs. 3,698,204 3,990,513 
$571,560 $640,987 


That is, including these textile raw materials, there was a net 
increase in imports of manufactures last year of $5,818,574. Most 
significant was the rise in textile imports from the United States from 
$30,168,324 in 1938 to $41,563,506 in 1939. Excluding these raw 
materials, imports of textile manufactures from the United States 
increased from $13,121,408 in 1938 to $18,973,712 in 1939. 


Total imports from the United Kingdom were about stable for the 
two years, valued at $41,193,836 in 1934, against $40,094,905 in 1938. 


These were mostly manufactures, the principal items of imports 
of raw materials from Britain being wool and tops with a combined 
value in 1939 of $6,104,340, against $5,501,850 in 1938. 


Total quantity imports of cotton and wool woven fabrics increased 
last year. Cotton fabric imports increased in quantity from 15,213,212 
pounds in 1938 to 21,528,288 pounds in 1939. Wool fabric imports, 
including blankets, increased from 8,043,243 pounds in 1938 to 8,229,031 
pounds in 1939. 


The principal increase in cotton fabric imports occurred in grey 
cottons from 5,130,429 pounds in 1938 to 9,153,062 in 1939, chiefly in 
the larger 1939 imports from the United States from 2,420,851 pounds 
in 1938 to 6,106,526 pounds in 1939. 

















CHAIN AND INDEPENDENT GROCERY STORE 
PRICES IN LONDON, ONTARIO 
LOUIS C. W. ASSALY 


“The main problem in improving the retail structure of 
the grocery trade is not to combat successfully the chain 
‘menace’ but to educate the average independent merchant into 
more efficient ways of doing business.” 


* * * 


HE experience of his family, which operates an independent retail 

grocery store in competition with chains, originated the writer’s 
interest in the problem with which this study deals. This experience 
seemed to indicate that it is possible for independent grocers to compete 
successfully with chains. Mr. James Coulter, who assisted in many 
ways with the field work, also became interested in this problem through 
the fact that his family also owns an independent grocery store. 


This study is entirely statistical in nature, the aim being to find 
certain facts, not to present theoretical arguments either for or against 
the chain store institution. 


Mr. Eugene White, in his thesis “The Chain Store” prepared for 
the University of Western Ontario Department of. Business Adminis- 
tration in 1931, devoted one chapter to a survey. similar to the present 
study. Naturally the present study is broader in scope, and the results 
should be more accurate than that of Mr. White, but the two studies 
show rather an amazing similarity of results considering the nine years 
which elapsed between them, and the rather sketchy nature of the 
former investigation. Both studies indicate that chain stores are offer- 
ing at least a 10 per cent. price advantage over independent stores. 


INTRODUCTION 
Since the chain store has become a factor to be reckoned with, 
several surveys have been made in various cities of the United States, 
with the object of determining whether the chain store, or the inde- 
pendent merchant, is best serving the interests of the consumer. The 
most important of these were Professor R. S. Alexander’s survey of 
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New York City, made in January, 1929; Professor M. D. Taylor’s 
survey of Durham, North Carolina, based on data collected in December, 
1929; Professor E. Z. Palmer’s study of Lexington, Kentucky, made 
in March, 1930, and the study of Chicago grocery outlets prepared by 
Professors Bjorklund and Palmer in April, 1930." 


All these studies were concerned only with grocery store prices. 
The New York City survey showed little difference between the prices 
of chain stores and those quoted by independent merchants, but the 
other three studies indicate significant variations between the prices 
of the two types of stores. Professor Taylor’s study showed that the 
chain stores had a 13.79 per cent. price advantage over independent 
stores in Durham. The Lexington study indicated that chain prices 
were slightly more than 14 per cent. lower than independent prices, 
while Bjorklund and Palmer’s study of Chicago gave a price advantage 
of some 10 per cent. to the chain stores. 


Because the studies were made at different times. and in different 
places, because the items of merchandise surveyed were not identical, 
and because different statistical methods were employed by the investi- 
gators, the figures presented in the previous paragraph are not strictly 
comparable. The figures are consistent enough, however, to support 
a fairly strong case in favour of the chains. 


The present study represents an effort to determine whether chain 
grocery stores are getting their products to the consumer more cheaply 
than are independent grocery stores in London, Ontario. The con- 
clusions drawn, it is believed, will apply with more or less force for 
Canada as a whole, since London comes as close to being representative 
of Canada as it is possible for one city to be in a country as varied as 
this. 


METHOD 
Selection of Products 
The method used in this study follows rather closely that employed 
in the Bjorklund and Palmer study. 
The first problem in planning the investigation was that of select- 


ing the products upon which price comparisons were to be made. The 
ideal solution would, of course, be to obtain a list of items representa- 


1Bjorklund and Palmer: A Study of the Prices of Chain and Independent Grocers 
in Chicago. 
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tive of the grocery purchases of the average family. Because of the 
non-standard natures of many grocery items, however, this course was 
considered impracticable. Thus, it would be difficult to assess the 
difference in the quality of two different brands of, say, canned peas, 
and almost impossible to express this difference in monetary terms. 
Since chain stores carry private brands, as well as internationally 
advertised brands, and one independent merchant may carry brands 
entirely different from those carried by another independent merchant, 
the difficulty of applying this ideal solution is readily apparent. 


Non-standard items have been eliminated from this study. Only 
the price relationships of eighty widely advertised brands of food 
products sold by large numbers of both chain and independent grocers 
in the London area have been determined. Private brands as a class 
have been eliminated. 


It is apparent that the results of this survey do not prove that 
chains are underselling the independent merchant. All that is shown 
is that for the eighty items included in the survey, the prices quoted by 
the chains were lower than those quoted by independent stores. Whether 
a similar condition exists for other merchandise, the prices for which 
are more difficult to compare, is not clear. 


The products selected for investigation were patterned after those 
included in the Bjorklund and Palmer study. Considerable revision of 
this list was necessary, however, to make it more representative of the 
lines carried by London grocers. This revision was accomplished after 
actual inspection of stocks carried by London stores, and interviews 
with leading London grocery merchants. The final list is believed to 
include the majority of those advertised grocery products having heavy 
sales in the London district. 


The list of products included is not representative of the complete 
stocks of grocery stores. For the reasons set forth above, private 
brands, and perishable products such as fresh fruits, and vegetables 
were not included. Soaps and cereal products are probably given more 
emphasis than their sales warrant; canned goods, less. In interpreting 
the results of this study, these facts must be borne in mind. 
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Selection of Stores 

London has 240 retail stores classified as grocers.' Price quotations 
for this study were obtained from 75 grocery stores or 31.2 per cent. 
of the total. Of these, eight were units of corporate chains,? eleven 
belonged to “voluntary chains,” and the balance were purely independ- 
ent. An attempt has been made to balance the sample as between 
chains, voluntary chains, and independent stores, since the purpose of 
the study is to compare the prices as between these types of stores. So 
long as a representative sample of each type of store is obtained, the 
results should be accurate. 


Data as to the relative number of Class A, B and C’ merchants in 
London were obtained from wholesale grocers. The sample was con- 
trolled according to this information. That is, the percentages of Class 
A, Class B and Class C stores included in the sample were the same 
as the percentages for the city as a whole. 


It will be noted that a personal opinion was used. This is not a 
particularly sound procedure, but no accurate figures on the point exist. 

Very frequently, obvious price differentials between chain and 
independent stores are explained by the extra service, viz., credit and 
delivery, offered by most independent stores, but typically not offered 
by chain stores. In order to eliminate this factor from the study, insofar 
as that is possible, the independent stores (including the members of 
the “voluntary chain” organizations) were classified either as “‘cash- 
and-carry independents” or as “service independents.” 

All stores which did 25 per cent. or more of credit business were 
classified as “service independents.” 


The sample consisted of the following: 
Per Cent. Per Cent. 


Type of Store No. of of Total 
I. Chain ... 8 100 16.6 
II. Independents 
(a) Cash-and-Carry 20 29.8 26.6 
(b) Service ......... 47 71.2 56.8 
Group Total 67 100 
Total... 75 100 


1Vernon’s “Directory of the City of London,” 1940 edition. 

2The Great Atlantic and Pacific Tea Company, Loblaw Groceterias, Dominion Stores 
and Carroll’s Ltd. 

3Classification of merchants was made on the basis set forth in Reilly: “Marketing 
Investigations.” 
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Method of Obtaining Data 

All the data were obtained through personal interviews, most of 
which were made in the week of March 24-30, 1940. The merchants 
were told that the investigators were making a comparison of prices 
in chain and independent grocery stores which was to be prepared as 
a thesis for the University of Western Ontario Department of Business 
Administration. Prices were obtained, where possible, by actual 
inspection of price tags, but where this was not feasible price quotations 
by the dealer were accepted, provided the item in question was stocked. 


As originally planned, both “regular” and “sale” prices were to be 
obtained, and the questionnaire was set up in this fashion. As the 
study progressed, however, it was considered advisable to drop the 
“sale” prices, and obtain only the “regular” quotations. All the data 
were obtained during the mid-week period when special “sale” prices 
were infrequent, and the limitation of the study to “regular” prices 
is not considered to interfere with the results of the study, although 
it does narrow the scope somewhat. The effect was to eliminate from 
consideration the week-end “loss-leaders.”” 


Little difficulty in obtaining price quotations was encountered, 
although in one case the investigator was almost literally “thrown out” 
of the store. 


Multiple Prices 

In several instances two prices were quoted, one applying on a 
larger quantity. Thus, a breakfast food was quoted several times at 
10c per package, or three packages for 25c. In all such cases, the lower 
price (8.3c) was used on the assumption that the majority of consumers 
would buy in the larger quantity in order to effect a saving. 


Tabulation and Composition of Average Prices 


A separate tabulation of results for cash-and-carry independents, 
chains, and service independents were made. 

Both the mode and the weighted arithmetic average were used in 
calculating average prices. To obtain the weighted arithmetic average 
for an item each price quoted was multiplied by the number of stores 
quoting that price. These products were added, and the total divided 


2No investigation was made of the allegation that chains sometimes sell items in 
slightly less than the standard lots sold by independents. 














292 The Quarterly Review of Commerce 


by the total number of stores giving quotations on that item. The 
result was the weighted arithmetic average. 


The mode or modal price is that price most frequently quoted. Its 
advantage is that the influence of very high or very low quotations is 
eliminated from the average. Where there was a definite concentration 
around one price, that price was taken as the mode. In several instances, 
the quotations showed definite concentrations around two or more 
prices. Here, the weighted arithmetic average of these concentration 
prices was taken as the mode. 


Having determined for each item an average price for each type 
of dealer, the problem of computing a true average of these averages 
in order to determine the amount by which each type of dealer was 
underselling or overselling the others on the entire group of items 
presented itself. The ideal solution for this problem would have been 
to weight each item according to its importance in the family budget. 
No data, however, are available on this point and the assigning of 
arbitrary weights would be indefensible. 


It would have been possible to weight the average prices of each 
item by the number of stores stocking that item. This would involve 
the questionable assumption that the total sales varied as the number 
of stores stocking it. 


Two different methods of calculating this average were actually 
employed. The first was to total the 75 average prices and divide by 
75. This method gives undue weight to the extreme items. 


The second method gives equal weight to each item. The percent- 
ages by which the average price of each item quoted by one type of 
store was less than the average price of the same item quoted by another 
type of store were calculated. These percentages were totalled and 
divided by the number of items to give the unweighted arithmetic 
average percentage by which the prices of one type of store were 
less than the price of the second in the whole list of items under 
investigation. 


Neither of these two methods is statistically perfect, but they seem 
to represent the best means of obtaining a definite answer to the question 
of price relationships between the several types of stores over the 
whole group of items. 
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RESULTS 
Summary of Results 


For the whole group of products the study shows the following 
results: 


I. Using the simple arithmetic average of the weighted average prices: 
(a) Chains were underselling Cash-and-Carry 
I, BP scenes 01389 <tcie Tose ghbtitn anataia ... TA9% 
(b) Chains were underselling Service Independents by...... 15.50% 
(c) Cash-and-Carry Independents were underselling 
Service Independents by yi as 7.46% 


II. Using the simple arithmetic average of the modal prices: 
(a) Chains were underselling Cash-and-Carry 


Independents by 5.46 % 
(b) Chains were underselling Service Independents by 15.55 % 
(c) Cash-and-Carry Independents were underselling 

Service Independents by ..............................-044-. . 9.56% 


III. Using the simple arithmetic average of the percentage by which 
the price quoted by one type of store was less than that quoted by 
another type of store: 


(a) Chains were underselling Cash-and-Carry | 

Independents by . 8.24% 
(b) Chains were underselling Service Independents by...... 11.83% 
(c) Cash-and-Carry Independents were underselling 

Service Independents by % .... 8.50% 


Despite the variation in the results obtained by the three methods 
used it seems apparent that, for these eighty widély advertised items, 
chain stores were underselling cash-and-carry independents by between 
5 and 8 per cent., that chains were underselling service independents 
by between 11 and 15 per cent., and that cash-and-carry independents 
were underselling service independents by between 3.5 and 9 per cent. 


In interpreting this data, it must be remembered that the items 
included in the study are not necessarily representative of the stocks 
carried by the various types of stores, and that the weighting methods 
used are not perfect. 
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Price Comparison of Individual Items 
The following observations were made from the average prices 
charged for each item by each type of store: 


1. Chain stores were not underselling independents on all the 
items studied. For three articles, the average price quoted by service 
independents was lower than the average price quoted by the chains, 
and for thirteen items, the average price quoted by cash-and-carry 
independents was lower than that quoted by chains. The three articles 
on which the average price of service independents was lower than the 
average price of thechains were also quoted below the average chain 
price by the cash-and-carry independents. 


2. Cash-and-carry independents were underselling service inde- 
pendents on 66 items, whereas on only 7 of the products were the 
service independents. underselling the cash-and-carry stores.’ 


3. On 36 items, chains were underselling service independents by 
more than 10 per cent. On 25 items, chains were underselling cash-and- 
carry independents. .by:more than 10 per cent. 


4. On 11 items, chains were underselling service independents by 
less than 5 per cent., while on 19 items chains were underselling cash- 
and-carry independents by less than 5 per cent. 


5. Chain average prices ranged from a low of 42.48 per cent. 
below to a high of 13.71 per cent. above service independent prices, and 
from 38.41 per cent. below to 5.06 per cent. above cash-and-carry inde- 
pendent prices. 

6. Chains were underselling service independents by 20 per cent. 
or more on 5 items. Chains were underselling cash-and-carry inde- 
pendents by this margin on only 4 items. 


Comparison of Prices by Product Groups 

Exhibit I shows by product groups a comparison of the average 
prices of the three types of stores. Two methods of calculating the 
per cent. by which one type store was underselling another type were 
used. In columns 1, 2 and 3, Method I (described at the beginning of 
this chapter) was used, and in columns 4, 5 and 6, Method III was used. 
The wide discrepancies in results as between the two methods shown 


1The balance of the eighty products were not quoted by one, or both of these types 
of stores. 
2Excluding items on which chains were being undersold by independents. 
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for beverages, flour and miscellaneous cereal products may be explained 
by the fact that the items included in these groups have widely different 
prices. The first method weights the higher priced items heavily, while 
the second gives equal weight to each item. 


In all the product groups, the chains were underselling the service 
independents, the percentages varying from 5.29 to 20.83 per cent.! 


Column No. 


Beverages 


Breakfast Foods 


Flour 
Condiments 


Cereal Products 
Soap and Cleansers 


Percent. by which 
Chain Price is 


Sugar, Syrups and Salt 17.63 


Crackers 


Dessert Materials 


Milk 
Sea Foods 
Shortenings 
Miscellaneous 


less than : 
Cash-and- 

Service Carry 
Indeps. Indeps. 

1 2 

% %e 
14.96 7.46 
8.87 3.45 
27.00 2.86 
6.74 5.47 
1.64 -13.30 
10.28 5.73 
16.78 
5.03 6.32 
11.78 9.80 
. 20.07 15.69 
8.59 3.19 
19.64 8.96 
10.24 5.00 


EXHIBIT I 


Percent. by 
which 
Cash-and- 
Carry Price 
is less 
than 
Service 
Indeps. 


% 

6.91 
5.25 
24.61 
1.25 
4.72 
4.29 
73 
-1.25 
1.78 
3.11 
5.22 
9.80 
5.01 


Percent. by which 
Chain Price is 
less than : 
Cash-and- 
Service Carry 
indeps. Indeps. 
5 
To Jo 
6.00 1.43 
9.35 5.23 
10.84 6.90 
6.55 5.87 
10.96 -.53 
12.62 10.73 
15.85 14.65 
5.29 7.21 
11.84 9.82 
20.83 16.45 
6.93 2.23 
19.83 8.40 
10.31 5.25 


Percent. 
by which 
Cash-and- 
Carry 
Price is 
less than 
Service 
Indeps. 


6 


10. 80 
5.49 


The cash-and-carry independents were underselling the chains in 
one product group—miscellaneous cereal products. In the other product 
groups the price advantages of the chains over cash-and-carry inde- 
pendents varied from 1.43 to 16.45 per cent.’ 


The cash-and-carry independents offered a price advantage over 
service independents in all product groups except crackers. 


1Using the second averaging method. The variations are 1.64 to 27 per cent. by 
the first averaging method 


?Using the second averaging method. The variations are 2.86 to 16.78 per cent. by 


the first averaging method. 
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Comparison Between Chains and Selected Groups of Independents 

This study shows that chains were underselling independent 
grocers as a class by at least 10 per cent., but certain independent 
merchants were consistently pricing the items studied at, or even below, 
the average prices quoted by the chain stores. Nine of these stores 
were selected. Two of these stores were operated as separate inde- 
pendent units, six of them represented units in “local chains”; that is, 
a few stores owned by one individual, all confined to one city. The last 
store represents a special case. It is a unit store with an exceptionally 
fine location and a very high sales volume. It buys direct from the 
manufacturer, and also does considerable trading in bankrupt stocks, 
goods bought at fire sales, and the like. 


On the whole list of items studied, chains were underselling this 
grour of independent stores by only 1.19 per cent. On 24 of the 80 
products, the average of the prices charged by these independents was 
less than the average price of the chains. On only 8 of the 80 products 
was the chain price more than 10 per cent. lower than the average 
prices of these stores, and on 21 of the items (exclusive of 24 of the 
items on which the chains were undersold) the chains were underselling 
these stores by less than 5 per cent. ; 

These data supply conclusive evidence that there are certain inde- 
pendent stores whose prices compare very favourably with those of 
the chain stores. 


Comparison of Chains with a Voluntary Chain 

For the eighty items studied, the chains were underselling one 
voluntary chain by 11.72 per cent. Since, using the same averaging 
basis, chains were underselling service independents by 11.33 per cent. 
and cash-and-carry independents by 8.24 per cent., the record of this 
voluntary chain is not impressive. The voluntary chain quoted lower 
prices than the chain average on 2 items, compared with 3 for service 
independents as a whole, and 14 for cash-and-carry independents as a 
whole. 


It is not possible to generalize concerning the pricing policy of 
voluntary chain stores from this comparison, but the fact that the 
voluntary chain included in this investigation is probably the strongest 
organization of its kind in the London district would tend to indicate 
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that the voluntary chain in the grocery field is not offering the con- 
sumer any advantage in price over the wholly independent grocery 
merchant. 


CONCLUSION 

The major conclusion to be drawn from this survey is that on 
standard brands of grocery products, chains are, from a pricing stand- 
point, better serving the consumer in London than is the average 
independent merchant. The figures set forth in the results of the study 
do not demonstrate exactly how much chain store prices are lower than 
independent prices but it seems reasonable to assume that chain store 
prices average at least 10 per cent. lower than the prices of those inde- 
pendent merchants who offer credit and delivery services. A comparison 
between the chains and the average independent merchant is in a sense 
misleading, however, because it conceals the very significant fact that 
the more efficient of the latter are not being appreciably undersold by 
the chains. There are certain cash-and-carry independents in London 
who, on the strength of price performance, are quite as entitled to 
patronage as are the chains. Similarly, the indications are that many 
service independents are quoting prices higher than the average by an 
amount not exceeding service costs. In no sense has the ability of chain 
organizations to bring grocery products to the consumer at lower prices 
than the unit store can quote, been demonstrated. On the contrary, 
there is evidence to the effect that a well-managed unit store can serve 
the public as well as a chain, and prosper. The significant fact is, 
however, that the majority of unit stores are not matching the price 
performance of their chain competitors on standard brands. 


It is, of course, possible that many of the independents that are 
being undersold by the chains on standard brands are making up this 
loss through superior service or on better values on items other than 
those included in this survey. It is also possible that the low prices of 
many of the chains are in part due to the fact of unfair competition, 
as has frequently been alleged by their opponents. The extent to which 
this is true has not been determined. There are a number of grounds 
on which chain stores may be attacked as opposed to public interest. 
The fact that they effect economies for the consumer in the purchase 
of standard brands is not in itself conclusive evidence of their usefulness 
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to society. It must be conceded, however, that the results of this survey, 
as far as they reach, favour the chains and place the burden of proof 
on their competitors to show that other reasons exist for restricting 
their growth. Certain independent merchants, like the chains, emerge 
from this study with a clean bill of health. These merchants are meet- 
ing chain competition successfully and do not suffer appreciably by 
comparison with the chains. The main problem in improving the 
retail structure of the grocery trade is not to combat successfully the 
chain “menace” but to educate the average independent merchant into 
more efficient ways of doing business. 
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